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Stantec, founded in 1954, provides professional design and consulting services in planning, engineering, 
architecture, interior design, landscape architecture, surveying, and project management. Continually striving 
to balance economic, environmental, and social responsibilities, we are recognized as a world-class leader 
and innovator in the delivery of sustainable solutions. With a roster of comprehensive services, our Company 
supports clients at every stage, from initial concept and financial feasibility to project completion and beyond. 
Our multidisciplinary practice areas serve public and private sector clients in a diverse range of markets. 


In simple terms, the world of Stantec is the water we drink, the roadways we travel, the buildings we visit, 


the industries in which we work, and the neighborhoods we call home. 


Stantec’s services are offered through more than 6,000 employees operating out of over 80 locations in North 
America and the Caribbean. Stantec trades on the Toronto Stock Exchange under the symbol STN 
and on the New York Stock Exchange under the symbol SXC. 


One Team. Infinite Solutions. 
Sustainable 
Integrated 
Infrastructure 
Architecture 
Engineering 
Planning 


Landscape 
Architecture 


Environment 
Transportation 
Health Care 
Education 
Urban Land 
Bio/Pharm 

_ Aviation 
Retail 
Transit 


Renewable 
Energy 


Survey 


Financial Summary 


In thousands of Canadian dollars, 


except per share amounts and ratios 2006 2005 2004 2003 2002 
Gross revenue 816,133 618,020 520,879 459,942 428,456 
Net revenue 707,927 524,552 449,151 391,396 365,148 
Income before taxes 89,424 62,500 44,660 39,628 | 33,095 
Net income 60,182 40,622 30,190 25,070 20,192 
Current assets 262,836 280,371 208,755 177,629 163,261 
Current liabilities 155,702 157,814 126755 127,047 99,295 
Property and equipment 65,009 58/19 48,262 67,670 SWAT. 
Long-term debt 12,046 81,886 ZA) Silo) 41,730 
Shareholders’ equity 410,895 348,053 189,056 160,528 151,426 
Gross revenue backlog 685,000 588,000 380,000 310,380 299,801 
Net cash (bank indebtedness) position 28,363 28,143 37,890 (9,808) 29,202 
Earnings per share — basic 1.34 1.02 0.82 0.68 0.56 
Earnings per share — diluted 1.31 0.99 0.79 0.66 0.54 
Current ratio 1.69 1.78 1.65 1.40 1.64 
Debt to equity ratio (0.03) 0.17 (0.02) 0.34 0.22 
Weighted average number 

of shares outstanding 45,068,266 39,840,234 36,999,196 36,659,920 35,974,716 
Shares outstanding 45,201,785 44,626,262 37,742,170 36,654,568 36,656,440 
Shares traded 24,864,000 17,911,000 11,471,000 10,326,000 9,106,000 
TSX: 

High 25.84 20.20 14.70 11.74 1OZS 

Low 18.50 PAS) 10.18 TPS 6.44 

Close 25.25 19.88 13.24 11.05 8.35 
NYSE "): 

High 22.55 UALS ~ - - 

Low 16.33 14.70 - - - 

Close 21.74 17.05 - - - 


All references to common shares and per share amounts in this financial summary have been restated to reflect the 
two-for-one stock split approved on May 4, 2006. 


") Stantec began trading on the New York Stock Exchange (NYSE) on August 5, 2005. 
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2006 Financial Highlights 


¢ Increased our gross revenue 32.1% to $816.1 million 
from $618.0 million in 2005, with net revenue 
increasing 35.0% to $707.9 million, net income 
increasing 48.2% to $60.2 million, and diluted 


earnings per share increasing 32.3% to $1.31 


¢ Increased our consolidated backlog revenue to 
$685 million from $588 million in 2005 


¢ Completed a two-for-one stock split, making it easier 
for investors to purchase board lots of our shares 


e Achieved key growth objectives—the foundation 
of a new region in New England; the expansion 
of our operations into Florida and Texas; and 
the enhancement of our service offerings in the 
electrical, environmental, transportation, control and 
communications systems, and energy and resources 
engineering disciplines 


Increased our total staff number to over 6,000 through 
internal hiring as well as the integration of three firms 


Celebrated our addition to the S&P/TSX Composite 
Index, a list of the largest companies on the Toronto 


Stock Exchange as measured by market capitalization 
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One Team. Infinite Solutions. 


Message to Shareholders 


In 2006 Stantec continued its perfect record of uninterrupted profitability, 
marking 53 successful years. Once again, we demonstrated that we are 

a company that delivers on its long-term plan with record results. Gross 
revenue increased to $816.1 million, up 32.1% from 2005; net revenue 
increased to $707.9 million, up 35.0%; net income increased to $60.2 
million, up 48.2%; and diluted earnings per share increased to $1.31, up 
32.3%. This excellent performance contributed to a 27% increase in share 
price in 2006. In all respects, 2006 was truly a good year and a year that 


further positioned us for the next stage of our evolution. 


Our performance is particularly noteworthy considering the operational 
challenges we faced during the year. We successfully integrated 
approximately 1,300 staff—the largest group ever—into our team from 

The Keith Companies and Keen Engineering, which joined our organization 
in late 2005, and from Carinci Burt Rogers, Dufresne-Henry, and ACEx, 


which joined us in early 2006. We allocated resources to streamlining and 
improving our US East operations to bring this group closer in performance 


Tony Franceschini, P.Eng., President & CEO 


to our more mature and successful operations in Canada and the US West. 
We responded to unprecedented growth opportunities in Alberta, our home province. And we improved our work-sharing practices to 
make better use of staff in offsetting local and regional reductions in project workloads in some of our practice areas. All the while, we 


continued to execute the fundamentals of our business model by delivering high-quality project solutions to our clients. 


We were able to achieve our integration goals so quickly and effectively in 2006 because we—professional staff, technical staff, and 
support personnel together—have created a nurturing “One Team” culture that embraces change and welcomes new colleagues and 
their attributes. In this environment, every acquisition is a true merging of talents, skills, leadership, and expertise, and we each play a 


vital role in helping new staff become part of the Stantec family. 


Our consistent performance and financial success enable us to continue to follow a sustainable business strategy that centers on long- 
term growth while mitigating risk for our shareholders. Focused on the infrastructure and facilities professional services sector, Stantec’s 
business model is based on three key strategic drivers: diversifying our operations across different geographic regions, specializing in 
distinct but complementary practice areas, and providing professional services during all five phases of the infrastructure and facilities 
project life cycle. Growth is achieved by strengthening or adding to our geographic locations, practice areas, or services in different life 


cycle phases. 


Stantec’s current vision—which we established in 1998—is to become a top 10 global design firm by the year 2008. Being a top 10 
firm means working on the best projects for the best clients and attracting and retaining the best emplovees. To achieve this objective, 
we will continue to pursue excellence in design and project delivery and to follow an orderly growth plan. Our strategy is to increase 
our geographic reach in North America and selected international markets, where we see the potential to grow new regions and 


develop new markets for our services. 
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We are confident that we can reach our goal because our 
financial condition is healthy and liquid and we have a strong 
balance sheet with a sustainable level of debt. Of the $160 
million line of credit in our revolving credit facility, $149.9 
million was available at year-end for investments and other 
purposes. This financial strength gives us the flexibility to 
continue to pursue our growth plan. 


Yet however much growth is part of our Company’s story, 

our passion is delivering high-quality project solutions to our 
clients. By truly working as one team with expertise in many 
specialist practice areas and disciplines across North America 
and the Caribbean, we are able to provide an infinite number 
of sustainable solutions—solutions that have a positive impact 
on our world—to both public and private sector clients in our 
industry. Accordingly, in this annual report, we have chosen 
to highlight our “One Team. Infinite Solutions.” approach to 


client service. 


For example, as the leader of an infrastructure design team, 
we prepared the public realm urban design and site servicing 
plan for Southeast False Creek, a 36-hectare (80-acre) mixed- 
use “green” community (which will include the Athletes 
Village for the 2010 Winter Olympics) being developed on a 
reclaimed industrial site in Vancouver, British Columbia. The 
project brought together our expertise in project management; 
urban design; and civil, structural, electrical, and mechanical 
engineering. We also developed an energy supply and 
conservation strategy along with designing a district heating 
distribution system for the community. In Klickitat County, 
Washington, staff from our Portland, Oregon, and Edmonton, 
Alberta, offices came together to provide consulting and design 
services for the development of a 133-turbine wind farm. In 
Winnipeg, Manitoba, our Buildings and Environment groups 
teamed up to serve as the prime consultant, providing all civil, 
mechanical, electrical, and structural engineering services 

as well as architecture and project management, for a major 
expansion of the South End Water Pollution Control Centre. 


And in High Point, North Carolina, we contributed a full 
complement of services—architecture; interior design; surveys/ 
geomatics; and mechanical, electrical, structural, plumbing, 
fire protection, and civil engineering—to the development of a 
new Truliant Federal Credit Union branch. These are only a few 
examples of the infinite solutions we can provide. 


As we grow and mature, we remain committed to maintaining 
a strong corporate governance structure with clearly defined 
roles and responsibilities for our board of directors and 
management. Our board of directors is dedicated to upholding 
the ideals of good governance and transparent accounting and 
to delivering long-term value to our shareholders. To this end, 

| would like to take this opportunity to pay tribute to Jack Finn, 
an exemplary, knowledgeable director who is retiring from our 


board at our 2007 annual and special meeting following almost 


12 years of dedicated service. | am grateful for the wise counsel 
and extensive business experience he has contributed to the 
success of our Company. At the same time, | look forward to 
working with Ivor Ruste, vice president of finance for EnCana 
Corporation, who joined our board February 21, 2007. His 
financial expertise and general business acumen make him an 


excellent addition to the board. 


In closing, | wish to extend my sincere appreciation to our 
employees for their tremendous contributions to our success 

in 2006. Without their passion, ingenuity, and simply hard work, 
we could not have achieved our record performance. And to our 
board of directors, clients, and shareholders, thank you as always 
for your confidence and support. 


Cay lated 


Tony Franceschini, P.Eng. 
President & CEO 
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One Team. Infinite Solutions. 


Business 


At Stantec we are one company working together 

as a team. By integrating our expertise in planning, 
engineering, architecture, interior design, landscape 
architecture, surveying, economics, and project 
management across North America and the Caribbean, 
we provide our clients with an infinite number of 
solutions—from health care solutions to pavement 
performance solutions to renewable energy solutions, 
to name only a few—solutions that help improve the 
quality of life in our world. 


Our “One Team. Infinite Solutions.” philosophy 
permeates every aspect of our daily practices and 
operations: indeed, it is the essence of our work culture. 
We value cooperation, take pride in each other’s 
achievements, and treat each other with trust and 
respect. We know that with passion, determination, 


and teamwork, we can attain our goals. 


Teamwork is the foundation of our business model. 
Focused on the infrastructure and facilities sector, our 
model works by providing services through teams across 
diverse geographic regions, distinct but complementary 
practice areas, and all phases of the infrastructure 
project life cycle. This three-dimensional, sustainable 
approach ensures that we do not have to depend on 

any single geographic region, practice area, or life 

cycle phase for our business, thus helping us mitigate 
risk while continuing to increase our revenue and 
earnings. We currently operate in four broad geographic 
regions—Canada, the US East, the US West, and the 
Caribbean—made up of 14 smaller subregions. In total, 
we have offices in five provinces and 21 states as well as 
Barbados and Puerto Rico. We also undertake projects 


6% 


return on equity 


in selected areas around the world. We provide services 
in 13 distinct specialist practice areas grouped into five 
broad categories—Buildings, Environment, Industrial & 
Project Management, Transportation, and Urban Land. 
And we offer specialized services during the five project 
life cycle phases—planning, design, construction, 
maintenance, and decommissioning. 


Functioning as one team providing infinite solutions 
means that we collaborate on projects not only within 
individual offices and practice areas but also between 
offices, practice areas, regions, and countries. It also 
means that we can share work across the Company 
when faced with changes in demand for our services in 
the regions or practice areas in which we operate. We 
are able to share our skills and expertise across borders 
and time zones because we have implemented robust 
information technology systems and processes that 

are specifically designed to support teamwork. From 
Guaynabo, Puerto Rico, to Walnut Creek, California, 
and beyond, these tools are accessible 24/7 via the 
Web. For example, we manage projects, financial 
information, human resources, and business intelligence 
around the clock through our Web-based enterprise 
management system. In addition, web site hosting 
environments give us fast, secure communication 

at a distance, and integrated software programs and 
technology enable us to distribute information, plans, 
calculations, and designs from office to office across our 


wide area network. 


We have adopted the “One Team. Infinite Solutions.” 
operating philosophy because we believe that we 
execute our projects, our business strategy, and our goals 


2006 Gross Revenue by Region 
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better when we plan, design, manage, make decisions, 
and act together. In everything we do, we aim to achieve 
“brilliant execution” to create uncompromising value for 
our clients and shareholders. 


Because we are deeply committed to sustainability, 
brilliant execution includes delivering on the triple 
bottom line of environmental, social, and economic 
responsibility. We provide sustainable solutions to our 
clients by offering cost-effective and environmentally 
responsible services 
that contribute to 


Top 10 global design 
firm by 2008 ensuring a viable, 
healthy future for our 
world. We provide 
sustainable solutions to our communities by serving as 
a caring, stable force behind worthwhile community 
endeavors. And we provide sustainable solutions to 
our shareholders by following a business strategy that 
focuses on long-term growth while mitigating risk. 
Throughout our organization, we strive to ensure that 
our business practices and design approaches “meet the 
needs of the present without compromising the future.” 


Teamwork is helping us reach a goal we established in 
1998 to become a top 10 global design firm by 2008. 

For us, attaining this objective does not mean having 

an office presence and operations on every continent 
around the globe but being ranked for the quality of our 
work among the top 10 peers in our industry anywhere 
in the world. Our 10-year plan for realizing our goal 

is based on expanding the depth and breath of our 
services, which, in turn, is expected to grow our business 
between 15 and 20% annually. At the end of 2006, we 


2006 Gross Revenue by Practice Area 


@ Urban Land 34% 

@ Buildings 23% 

= Environment 18% 

© Industrial & Project Management 12% 
Transportation 13% 


are an $800 million revenue company with more than 
6,000 employees operating out of over 80 offices. 


Our current success is the continuation of a track 
record of profitability and growth that goes back to the 
early days of our Company. In fact, since our founding 
in Edmonton, Alberta, in 1954, we have achieved 

53 consecutive years of uninterrupted profitability, 

and since our initial public offering on the Toronto 
Stock Exchange in 1994, we have grown our gross 
revenue, net income, and diluted earnings per share 

at a compound annual average rate of 20.3%, 25.6%, 


and 17.7%, respectively. This strong performance has 


contributed to an 818% increase in the price of our 
shares since 1994. 


We take a prudent, focused approach to growth— 

both organic growth and growth through acquisitions— 
gradually enhancing the three dimensions of our 
business model. And with each expansion, teamwork 

is strengthened across our organization. In 2006 we 
created a new region in New England; established a 
presence in Florida and Texas; and broadened our 
service offerings in the electrical, environmental, 
transportation, control and communications systems, 
and energy and resources engineering disciplines. 

Our strategy going forward is to maintain our market 
presence in our mature regions, continue to grow our 
operations in our developing and emerging regions 
through a combination of internal hiring and acquisitions, 
and expand to new regions through the integration of 
acquired firms. Because of the solid foundation we have 
built to date, we are now able to acquire and integrate 
larger firms in the infrastructure and facilities sector. 


3% 


increase in gross revenue 
due to organic growth 


One Team. Infinite Solutions. 


Stantec leaders are one team planning, managing, and acting together. 
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One Team. Infinite Opportunities. 


People and Projects 


At Stantec we are architects, engineers, interior designers, landscape architects, 

planners, scientists, economists,.and many other professionals. Yet as diverse as 

we are, we share certain essential characteristics: passion for our work, drive for 
excellence, and dedication to meeting our clients’ needs. From the first spark of 

an idea to its final execution, we take pride in everything we do, delivering high- 
quality project solutions that are both functional and aesthetically pleasing, that 

achieve a high level of acceptance by users, and that provide a return on our 


clients’ investment. 


Wherever we are located in the Stantec world, working together as one team gives 
us infinite opportunities. Opportunities to collaborate with some of the best, most 
forward-thinking clients in sectors as widely divergent as, for example, education 
and pharmaceuticals. Opportunities to contribute our talents to innovative and 


exciting infrastructure and facilities projects across North America and internationally. 


And, perhaps most importantly, opportunities to touch the lives of people in 
communities around the globe by designing projects that provide clean water, safe 
transportation, sustainable buildings, and livable neighborhoods—the most basic 


daily necessities. 


Opportunity spurs on the imagination, and project by project, we strive to deliver 
the best services to our clients through just the right combination of knowledge, 


skills, and expertise. The projects featured in the following pages are only a few 


examples of the infinite solutions we provide. 


One Team. Infinite Solutions. 
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Big Horn Wind Project—Our team of Energy & Resources 
engineers and technicians from Edmonton, Alberta, and Portland, 


Oregon, provided innovative design solutions for the development 
of a 133-turbine wind farm in Klickitat County, Washington. 
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Sustainable Solutions 


At Stantec we develop cost-effective, sustainable design 
strategies that conserve energy, protect the environment, 
and reduce the need for scarce natural resources. In 
particular, we are committed to achieving the standards 
of the Leadership in Energy and Environmental Design 
(LEED) Green Building Rating System®, a nationally 
accepted benchmark for the design, construction, and 
operation of high-performance sustainable buildings. 


In 2006 we won national acclaim for our sustainable 
design work for the City of Vancouver in British 
Columbia on Southeast False Creek. The first phase 

of this 36-hectare (80-acre) mixed-use “green” 
community is being developed as the Athletes 

Village for the 2010 Winter Olympics on a reclaimed 
industrial site in the inner city. As the leader of the 
infrastructure design team, we prepared the public 
realm urban design and site servicing plan for the 

new community—which is targeted to achieve LEED 
certification—bringing together our expertise in project 
management; urban design; and civil, structural, 
electrical, and mechanical engineering. The public 
realm plan includes the design of parks, plazas, 
waterfront walkways, pedestrian bridges, roadways, 
and street lighting for the project. We also developed 
an energy supply and conservation strategy along 
with designing a district heating distribution system. 
Grounded in environmental protection, the solutions 
we provided showcase green technologies such as 
using 100% renewable energy to power the community 
(making the neighborhood greenhouse gas neutral); 
reusing stormwater for landscape irrigation, gardening, 
and art features; and using ponds and wetlands habitat 


to clean roadway stormwater. 


megawatts of clean electricity, 
enough to power 60,000 homes, are 
generated by the Big Horn wind farm 


In Klickitat County, Washington, we put our sustainable 
energy solutions to work for PPM Energy, a subsidiary 
of Scottish Power and the second-largest developer of 
wind energy in the United States, on the Big Horn Wind 
Project. Staff in our Portland, Oregon, office teamed up 
with staff in our Edmonton, Alberta, office to provide 
consulting and design services for the development 

of the 133-turbine wind farm. One of the project’s 
challenges was to help our client avoid the high costs 

of trenching through solid basalt rock at the Big Horn 
site in order to install a large portion of the 35-kilovolt 
collector system needed to electrically link the turbines. 
Our-solution was to design single- and double-circuit 
overhead pole lines for 8 miles (13 kilometres) of the 
collector system. The end result was a saving of several 
million dollars in construction costs along with the 
generation of 200 megawatts of clean electricity, enough 
to power about 60,000 homes. 


In Rochester, New York, we were given the job 

of finding a cost-effective way of remediating 
contaminated soil and groundwater present under the 
Ward Street building location of the Germanow-Simon 
Corporation, a bimetal thermometer and pressure gauge 
manufacturer, to enable the corporation to remain in 
its downtown “brownfield” home of 50 years rather 
than developing a rural “greenfield” site. The Ward 
Street site had been affected by spills of dry cleaning 
solvents (tetrachloroethene and Stoddard solvent) 

and other volatile organic compounds while under 
previous ownership. Coming together from our offices 
in Rochester and Saskatoon and Regina, Saskatchewan, 
we used our specialized skills in in-situ remediation 
(remediation that occurs “in place” without mass soil 


S° = Stantec’s 
Sustainable 
Solutions 


Stantec delivers on the triple 
bottom line of environmental, 


social, and economic responsibility. 


One Team. Infinite Solutions. 
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Southeast False Creek Community—We prepared the public realm urban design and site servicing plan for this “green” 


community in Vancouver, British Columbia. The first phase will serve as the Athletes Village for the 2010 Winter Olympics. 


removal) in a pilot study at the site and, from the study 
results, were able to recommend multiphase vacuum 
extraction (MPVE) as a viable solution for our client. 
Now in full-scale operation, our remedial approach is 
designed to attain conditions that are safe for the natural 
environment and public health while allowing the site to 
be used for commercial and industrial purposes, and it 
has already produced positive results. During the pilot 
study and the first three months of implementation, the 
MPVE system removed an estimated 53 kilograms (117 
pounds)—0.22 kilograms (0.48 pounds) per day—of 
volatile organic compounds from the subsurface soil. 
The system is expected to operate for the next three 
years, and our client will remain at the Ward Street site. 


In Calgary, Alberta, we are applying our sustainable 
development expertise in our work with Project 
Evolve, a seven-year partnership with the University of 
Calgary and Direct Energy Business Services focused 
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on creating a sustainable university campus through 

the redevelopment and expansion of campus facilities 
and infrastructure. Our responsibilities span a full 

range of consulting services—facilities management, 
project management, design, buildings engineering, 

and strategic planning—for new construction and 
renovations undertaken in the program. In particular, 
we are preparing (in collaboration with key stakeholders) 
comprehensive green guidelines for university 
development as well as completing business cases and 
peer reviews for campus design proposals. Ultimately, 
our solutions will not only support the university’s vision 
of sustainability but also yield long-term savings in 
operating costs. 


We are also proud of the mechanical engineering 
solutions we provided in helping Parks Canada develop 
an energy-efficient, ecologically responsive new facility 
to house the operations and administrative staff for the 


The solutions we provided for Southeast False Creek 
showcase green strategies such as using 100% renewable energy 


to power the community, reusing stormwater for landscape irrigation, 


and using ponds and wetlands habitat to clean roadway stormwater. 


Gulf Islands National Park Reserve in British Columbia. 
Located on the waterfront of Tsehum Harbour in Sidney, 
the Gulf Islands National Park Reserve Operations 
Centre is the first buildings project in Canada to achieve 
LEED Platinum certification, the highest rating in green 


buildings design. We 


We have.over 270 LEED- | employed technology 
accredited professionals. and products such as 


occupancy sensors 
and rainwater collection to improve indoor air quality 
through natural ventilation and reduce domestic water 
use at the facility. And we developed a thermal control 
system that uses seawater to provide in-floor radiant 
heating and cooling, which eliminated the need for 


a traditional chiller system. Together, these solutions 


resulted in a 75% improvement in energy performance 


Michael Dhont, project manager, displays the LEED Platinum 


for the building and will save approximately 108,000 plaque awarded to the Gulf Islands National Park Reserve 


litres (28,530 US gallons) of fresh water each year. Operations Centre project. 


Gulf Islands National Park Reserve Operations 
Centre—The mechanical engineering solutions we 
provided for the development of this operations center 

in Sidney, British Columbia, contributed to a 75% 
improvement in energy performance for the building. 


Stantec/Larry McFarland Architects Ltd. 


One Team. Infinite Solutions. 


Truliant Federal Credit Union, 


Mendenhall Branch—Our integrated 
team of architects, interior designers, 
surveyors, and engineers in Winston- 
Salem, North Carolina, helped to 
develop a new credit union branch in 
High Point that complements its natural 
environment: native stones accent the 
exterior and interior walls; two-story 
clerestory windows light the interior with 


* . . 
North Carolina sunshine; and curves in 


the ceiling mimic puffy clouds. 
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Integrated Solutions 


At Stantec we provide fully integrated architecture and 
engineering design services to public and private sector 
clients in widely diverse industries. 


In 2006 we contributed a full complement of 
professional design services—architecture; interior 
design; surveys/geomatics; and mechanical, electrical, 
structural, plumbing, fire protection, and civil 
engineering—to the development of Truliant Federal 
Credit Union’s new 8,000-square-foot (743-square- 
metre) Mendenhall Branch in High Point, North 
Carolina. Charged with creating a facility that is a select 
destination for its members, we designed conference 
rooms, a coffee area, a play area, and a quiet room— 
with computer workstations where members can 
check their accounts—along with installing flat screen 
televisions to help members keep up-to-date with news 
from the major stock exchanges. 


During the year, we also came together to provide 
architecture as well as structural, electrical, industrial 
process, and urban land engineering services for the 
development of the Strathcona County Energy Centre, 

a district heating facility in Sherwood Park, Alberta, for 
an internationally prominent energy producer. When 
complete, the center will feature a district energy 
system that supplies heat (through hot water piped 
underground) to all buildings in Sherwood Park’s new 
Centre in the Park multiuse development. Our main 
tasks were to prepare the site plan and design the 
building and its electrical system. The sustainable design 
strategies we incorporated into our designs will help our 
client achieve LEED Silver certification for the center. 

In addition, the district energy system is expected to 
produce 18% fewer greenhouse gas emissions than a 


conventional energy system. 
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In Manitoba, we were chosen to serve as the prime 
consultant, providing all civil, mechanical, electrical, 
and structural engineering services as well as 
architecture and project management, for a major 
expansion of the South End Water Pollution Control 
Centre for the City of Winnipeg. This multimillion- 
dollar project involves upgrading the wastewater 
treatment plant to an advanced system that uses 
biological nutrient (phosphorous and nitrogen) 
removal technology. Our integrated solutions will 
enable the upgraded plant, slated for completion 

in 2012, to meet more stringent criteria for effluent 
discharge and to service a growing population in 
Winnipeg to the year 2031. 


We are also pleased to be providing full architecture 
and engineering services for the development of the 
Whistler Sliding Centre in preparation for the 2010 
Olympic and Paralympic Winter Games in Vancouver, 
British Columbia. Situated on the slopes of Blackcomb 
Mountain, the center will be the venue for the luge, 
bobsleigh, and skeleton events. Our architectural work 
includes designing the start houses, track operations 
building, weigh house, control tower, guest services 
building, and refrigeration plant facility for the site. And 
we are contributing our engineering expertise to the 
design of the refrigerated track and the track foundations. 


This design is especially challenging because of the 


track’s length—approximately 1,700 metres (5,577 feet) 
over 230 metres (754.5 feet) of change in elevation—and 
its three-dimensional curve. Our responsibilities also 
comprise the design of the site servicing infrastructure, 
including the track access road; pedestrian overpasses 
and tunnels; a water reservoir; and water, power and 


communications, and sewage facilities. 
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Winnipeg International Airport New 

Terminal Building—As part of a design team, 

our Architecture group from Winnipeg, Manitoba, 
& and Vancouver, British Columbia, designed.a 


series of transparent luminous pavilions at Winnipeg's 
new international airport terminal, taking full 
advantage of the prairie horizon and sky. Our 
solutions for the project included green strategies 


for reducing the-terminal’s environmental impact, such —_ 


as high-performance building envelope design. 
a ————— 


Stantec Architecture/Pelli Clarke Pelli 
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Buildings Solutions 


At Stantec we provide comprehensive solutions for 
the design of high-performance, energy-efficient 
commercial, industrial, and institutional facilities. 


Working from our offices in Winnipeg, Manitoba, 
and Vancouver, British Columbia, and in association 
with Pelli Clarke Pelli, we are completing the 
architectural and interior design of a new terminal 

at the Winnipeg International Airport. Along with 11 
contact and 7 ground-loading gates, the terminal will 
include consolidated check-in counters and baggage- 
handling areas and a single security checkpoint for 
all travelers, making it one of the most passenger- 
friendly airport facilities in North America. The 
building will also incorporate a number of sustainable 
design technologies to reduce its environmental 
impact, including innovative ventilation and natural 
daylighting using glass interior walls. When completed 
in 2008, the terminal will be the first airport project 
in Canada, and one of the first in North America, to 
qualify for LEED certification. 


In Hamilton, Ontario, we helped McMaster University 
realize part of its environmental action plan for campus 
development by targeting LEED certification in our 
architectural and interior design of a new 390-bed 
residence for students. The design included strategies 
for improving energy efficiency and conserving 
resources as well as integrating students into the 
campus’s natural ecosystems. The six-story building 
offers students views of Cootes Paradise, a wetlands 
conservation area, while protecting this natural resource 


Kamloops Tournament Capital 
of Canada Facilities—We are 
designing new and renovated sports 
facilities for this LEED Silver-targeted 
project in Kamloops, British Columbia. 


through sustainable landscaping. In addition, we 
helped create a community atmosphere for students 
by designing “neighborhoods” of 15 to 20 residents 
surrounding a common lounge and kitchen facilities. 


We are also helping the Government of British 
Columbia demonstrate its commitment to sustainable 
development through our architectural and interior 
design of the Burnaby Youth Justice Services Centre, 
another LEED-targeted project. A renovation of the 
former Burnaby Correctional Centre for Women, the 
project brings together existing youth custody and 
forensic psychiatric services on one site. The 101-bed 
facility will include a new open custody living unit, an 
inpatient assessment unit, outpatient clinical services, 


and space for program support and administration. 


And in Kamloops, British Columbia, we are providing 
architecture and engineering services as the prime 
consultant on an expansion of the Tournament Capital 
of Canada Facilities. Targeting LEED Silver certification, 
the project involves the design of both new and 
renovated sports facilities, including soccer pitches; 
baseball diamonds; indoor and outdoor tracks; natural 
grass pitches; multisport artificial turf; baseball, soccer, 
and outdoor track stadiums; an Olympic ice arena; a 
hockey and curling venue; a triple gymnasium; and 

a sports medicine clinic. All told, the solutions we 
provide will help the City of Kamloops achieve its goal 
of becoming the premier Canadian host center for 


tournaments, cultural events, high-performance training 


camps, and national and international competitions. 


One Team. Infinite Solutions. 


17 


Stallings Stream and 


Wetlands Project—Our Environmental 
Management team in Raleigh, North 
Carolina, is providing solutions for the 
North Carolina Ecosystem Enhancement 
Program in Jones County that will 


help preserve or improve 28.8 acres 
(11.6 hectares) of wetlands such 


as Flat Swamp pictured above. 
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Environmental Solutions 


At Stantec we provide solutions for sustaining air, water, 


and soil quality and the health of natural ecosystems. 


For example, in California, we provided preliminary 
engineering and program management services to 

the City of Ontario for the planning of the Mill Creek 
Wetlands, possibly one of the largest constructed natural 
treatment wetlands in North America. Once built, this 
150-plus-acre (60.7-plus-hectare) multijurisdictional 
facility will treat urban runoff from a 52-square-mile 
(134.7-square-kilometre) tributary area within the San 
Bernardino County Flood Control District and provide 
new habitat for a variety of wildlife. Along with 
developing the project concept, facility siting, layout, 
and configuration, we completed the hydraulic 
modeling and design of the first phase of the wetlands. 
The design approach will integrate recreational and 
educational amenities that will enable area residents 
to not only enjoy the wetlands but also learn about the 


need to promote water quality in the urban setting. 


Similarly, the solutions we are contributing to a stream 
and wetlands project in Jones County, North Carolina, 
will help improve water quality and restore important 
coastal plain aquatic and terrestrial habitats in an area 
where most streams have been straightened and the 
wetlands drained for agriculture. The project entails the 
restoration of 4,159 linear feet (1,268 metres) of stream— 
using natural channel design to recreate meanders and 
other features—and the preservation or improvement 
of 28.8 acres (11.6 hectares) of wetlands on former 
farmland as part of the North Carolina Ecosystem 
Enhancement Program. Our restoration plan will also 
include the design of an upland buffer connecting two 


large forested areas, which will provide a valuable 


corridor for wildlife in the region. 


In Coventry, Vermont, we were instrumental in helping 
the Washington Electric Cooperative install a system for 
converting gas extracted from the Coventry Landfill— 
the largest landfill in the state—into electricity. Teaming 
up from three different offices in Massachusetts and 
Vermont, we prepared landfill gas generation models, 
collected field samples of subsurface conditions and gas 
quality, provided conceptual designs and calculations, 
and managed the construction of a new Landfill Gas 

to Electricity (LFGTE) power plant. The end result was 

a source of clean energy for the cooperative that is 
both reliable and sustainable. Now in operation, the 


LFGTE facility supplies over 6.0 megawatts of electricity, 


' powering more than half of the homes and businesses in 


the cooperative’s service area. 


We have also put our environmental solutions to 

work on a much-needed upgrade and expansion of 

the water treatment plant in West Elgin, Ontario. Built 
around 1930, the plant’s primary disinfection system— 
chlorination—was no longer adequate for meeting new 
regulatory requirements for treating source water from 
Lake Erie. Following an environmental assessment of the 
long-term water requirements for the area—the plant 

is the primary water supply for five municipalities—we 
completed the engineering and architectural design 

and supervised the construction of a system upgrade to 
ultraviolet (UV) disinfection. The next phase of our work 
involves designing a plant expansion to incorporate the 
use of membrane filtration and advanced UV oxidation 
technologies along with a constructed wetland to 

treat backwash water from the plant. Scheduled for 
completion in 2008, the new and expanded plant will 
provide 12.2 megalitres (3.2 million US gallons) of clean 
water to approximately 15,000 people per day as well as 


recreational and large farming operations. 


Landfill Gas to Electricity Power Plant— 
We provided environmental management 
solutions that ultimately enabled an electrical 
cooperative in Coventry, Vermont, to power 
more than half of its service area with a 
sustainable source of clean electricity. 


One Team. Infinite Solutions. 


— Our Industrial 
engineers and designers in Walnut Creek, 
California, are developing a condensing/ 


extraction steam turbine generator for a forestry 


products company in Burlington, Washington. 
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Industrial Solutions 


At Stantec we provide solutions for the development 
and operation of facilities in all industrial sectors— 
automotive, chemical, consumer products, forestry, 
food and beverage, bio/pharmaceutical, power 
generation, pulp and paper, utilities, mining, and 
general manufacturing. 


For example, we have been involved in upgrading 
the manufacturing and utility systems at Johnson & 
Johnson’s ALZA pharmaceutical oral solid dosage 
manufacturing plant in Vacaville, California. We 
brought our architecture and engineering skills 
together to select the necessary manufacturing 
equipment for the renovation and to design clean 
rooms; heating, ventilation, and air-conditioning 
systems; clean utilities; solvent vapor control 
systems; fire protection systems; and access control 
and monitoring systems for government-controlled 


substances. The work incorporated the requirements 


of current good manufacturing practices (CGMPs) 
for compliance with US and European standards. 
We also applied our expertise in code compliance 
for the design of manufacturing spaces meeting H 
(hazardous) occupancy. On completion of our work, 
the solutions we provided increased the plant’s 


manufacturing capacity, improved its process controls 


Sw 


for product quality and yields, and continued its 
adherence to and improvements of cGMPs. 


We are also contributing mechanical, civil, and 
structural engineering solutions to the development 

of a new sawmill for a forestry products company in 
Burlington, Washington. The project entails the design 
of a 28-megawatt condensing/extraction steam turbine 
generator for the sawmill, including the turbine building 
equipment layout, steam condenser and condenser 


water system, cooling tower basin, condenser water 


pumps, distribution piping, steam extraction line, 


structural support system, and extensive overhead 

pipe racks. Once operational, the turbine generator 

will produce high-pressure steam through a hog-fueled 
boiler that uses bark, sawdust, and wood waste from 
the sawmill operations, and the steam extraction line 
off the turbine will supply medium-pressure steam to 
the mill’s dry kilns. The selective noncatalytic reduction 
system we are designing for the new boiler will inject 
urea into the boiler exhaust gas, significantly reducing 
the formation of nitrogen oxide by the plant. In addition, 
our boiler system design will include all the tanks, 
pumps, urea injectors, and controls necessary to ensure 
that greenhouse gas emissions from the boiler are 


maintained within the plant’s permit limits. 


New Clay Handling System Domes—We provided 
multidiscipline facilities engineering services for the design 
of a new clay handling system located in St. Mary’s, 
Ontario. The system receives, stockpiles, and stores clay 


in two dome structures. 
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U.S. Route 201 Reconstruction— 

Our Transportation engineers and technicians in 
South Burlington, Vermont, used their expertise in 
slope stabilization as part of the reconstruction of the 
Old Canada Road, a major thoroughfare for freight 
trucks and tourists along Wyman Lake in Maine. 


Transportation Solutions 


At Stantec we deliver solutions that help move people, 
vehicles, aircraft, and goods safely and efficiently. 


For example, we are playing a significant role in 
developing a four-phase extension of the light rail 

transit system in Edmonton, Alberta, which will help 
connect people to the city’s growing south side 

without adding to traffic congestion. In addition to 
transportation engineering, the project involves our 
expertise in program and project management, buildings 
engineering, and surveys/geomatics, among other 
disciplines. All together, our tasks include surveying the 
line location—nearly 88 hectares (217 acres) of land— 
designing 8 kilometres (5 miles) of track alignment, and 
acting as the managing consultant for the engineering 
and construction of two tunnels; two cut and cover 
grade separations; two bridges; five stations; three transit 
centers; one park and ride lot; a number of pedestrian 
pedways; and extensive road, multiuse trail, and utility 
relocates. The final phase of the new south line is 
scheduled to open in early 2010. 


Working with the North Carolina Department of 
Transportation and two independent developers, we 
engineered and designed a superstreet, a roadway 
corridor incorporating innovative intersection 
configurations, to help improve traffic flow and safety 
during peak hours along U.S. Route 17 in Leland, North 
Carolina. In a superstreet design, the left-turning option 
is removed and vehicles wishing to turn left are rerouted 
to a U-turn lane, thus keeping traffic moving and 
making the signal operation more efficient. Along with 
completing the roadway design, we were responsible 
for designing the cable routing and signals; preparing 
operational, signing, and signal timing plans; conducting 
computer traffic simulations; and developing cost 


estimates and bid documents, among other duties. 


In upstate New York, we took on the challenge of 
rehabilitating a 2-mile (3.2-kilometre) stretch of Route 
9 that runs through Plattsburgh as part of an urban 
revitalization plan for the southeast end of the city. 
This section of Route 9, which is a historic highway, 
was in poor repair and had been rated as the region’s 
worst road by the New York State Department of 
Transportation. To address safety concerns and help 
the city achieve its goal, we completely redesigned the 
roadway along with restoring the historic Bridge Street 
Bridge and replacing the Broad Street Bridge. Our design 
included a new traffic circle, center turning lanes, a 
bicycle/pedestrian trail, new sidewalks, landscaping, 
streetscaping, utilities upgrades, and a closed drainage 
system. Since the completion of the reconstruction, 
new houses and businesses have sprung up along the 
route, and the southeast side of Plattsburgh has been 


transformed into a bustling economic hub. 


Likewise, the planning and design solutions we provided 
for the reconstruction of 3 miles (4.2 kilometres) of 

U.S. Route 201 in Maine improved safety for motorists 
and also preserved—and reestablished—natural areas 
and vegetation that give this National Scenic Byway its 
charm. Known as the Old Canada Road, this section 

of the route winds along rocky hillsides and the steep 
shores of Wyman Lake and had been the site of several 
motor vehicle accidents over the years. In addition, 
many of its curves did not meet current highway 
standards. In redeveloping the road, we used our skills 
in slope stabilization—employing soil nail walls and 
organic wood compost—and designed abutments and 
wing walls that support a new bridge over a contributing 
stream without affecting the water and wetlands. We 
also designed a cross section for truck lanes and new 


scenic turnouts and overlooks. 


U.S. Route 17 Corridor Study and 


Superstreet Design—We engineered 
and designed a superstreet to improve 
traffic flow and safety for motorists in 
Leland, North Carolina. 
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Charlie Kellogg and Joe Zaher Sports Complex— 
Project manager Cary Baird and a team of landscape 


architects in Las Vegas designed a city park that includes 


Nevada's largest lighted soccer fields and regional 
U.S. Tennis Association complex. 


Urban Land Solutions 


At Stantec we provide solutions that help urban land 
clients across North America develop attractive, 
people-friendly communities, recreational space, and 
commercial centers. 


A prime example is our work for the developers of 

Oak Valley, a 6,700-acre (2,711-hectare) mixed-use 
community in Calimesa, California. At final buildout 

in 2010, the community is expected to include 13,000 
residences and four golf courses, as well as a large 
industrial and commercial component, schools, parks, 
and a recreation center. It is already home to the 
Southern California Professional Golf Association’s 
facilities. We prepared the infrastructure master plan 

for the community, along with providing a wide range 
of other urban land services, including water resources 
and treatment analyses, environmental impact review, 
hydrologic and hydraulic analyses, civil engineering, and 
surveying. We also contributed civil engineering services 
to previous phases of the development. As Oak Valley 
takes shape, we continue to work with the developers, 
providing solutions that are helping to transform their 
vision of the community into reality. 


Working with developers in Utah, we are providing the 
infrastructure master plan, construction drawings, and 
construction oversight for the development of Amangiri, 
a world-class new resort with a 34-room hotel and 31 
villas located on a 700-acre (283-hectare) site near Lake 
Powell. In addition, we have assessed the flood hazards 
of the washes traversing the site to assist the project 
planning. To preserve the resort’s unique environment— 
including rock walls and ancient living sand dunes—the 
infrastructure is being developed in such a way that it 
will have minimal visual impact on the area. Our master 
plan includes roadways; a water system with a 1,100-foot 


(335-metre)-deep well, pump station, and storage tank; 


Oak Valley Community— 
We prepared the infrastructure 
master plan and provided urban 
land services for the development 
of a 6,700-acre (2,711-hectare) 
mixed-use community in 
Calimesa, California. 


a sewer system that includes an entirely pressurized 
collection system (thus avoiding the disturbances a 
conventional gravity system would have required); and 
an on-site wastewater treatment plant for treating all 
wastewater produced at the resort. 


In Nevada, we used our expertise in recreation and 
community space planning to help the City of Las 
Vegas develop the Charlie Kellogg and Joe Zaher Sports 
Complex. The project involved the design of a 110- 
acre (40-hectare) park complete with Nevada’s largest 
regional U.S. Tennis Association complex with 23 tennis 
courts, as well as 11 lighted soccer fields (also the state’s 
largest), seven of which use water-saving artificial turf. 
We also designed multiuse open space and picnic 
areas, dog runs, bicycle and jogging trails, concession 
and restroom buildings, irrigation systems, and parking, 
among other amenities for the complex. As a result of 
our planning, the sports complex will be connected to 
other parks in the future to create a one-of-a-kind park 
link for the community. 


Our landscape architecture solutions also helped 

make Laurelwood, a new neighborhood in Waterloo, 
Ontario, into a unique and welcoming community. The 
new subdivision is a 182-hectare (450-acre) multiphase 
development for which we also provided full-scale urban 
land engineering services in 2004. The project scope 
included designing streetscapes, two small public parks 
with play equipment, and trails linking the community’s 
four stormwater ponds. In addition, we developed 
naturalization strategies to blend the ponds into their 
surroundings. Our naturalization approach—using live 
cattails and other plant species to jumpstart aquatic 
life—has recreated an abundance of nature within 

the urban setting. Since project completion, fish and 


tadpoles have already been observed in the ponds. 
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sunami Relief—In 2006 three of 


our engineers from Edmonton, Alberta, 
and Kitchener, Ontario, traveled to the 
Indonesian province of Aceh to work 
with the United Nations Development 
Programme in rebuilding infrastructure 
destroyed by the 2004 tsunami. 
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Community Investment 


At Stantec our culture of collaboration extends beyond 
the solutions we provide to our clients. Together, we 
strive to enhance the knowledge, prosperity, health and 
wellness, and quality of life of the communities in which 
we work across North America and internationally. We 
view our contributions as important building blocks in 
helping to establish and maintain solid, broadly based 


community infrastructure. 


Our Community Investment Program supports endeavors 
in four primary areas: the arts, education, health and 
wellness, and the environment. Our objectives for the 
program are to donate 1% of our annual pretax profits 

to charitable and nonprofit organizations, encourage 
personal charitable giving by employees, and promote 
and facilitate employee volunteerism. 


During 2006, we were pleased to present 14 
scholarships in partnership with universities across 
North America. The Stantec Scholarship Program 
provides funding for students principally in design 

fields related to our services in each of our regions. In 
addition, we supported the work of health care, arts, 
and environmental organizations Company wide, such 
as the Richmond Hospital Foundation in Richmond, 
British Columbia; the Woodland Community Foundation 


Revitalized Playground— 
We designed a new park 
layout and installed new 
equipment at a playground in 
North Springfield, Vermont. 


in Sacramento, California; the Arts & Science Council 
in Charlotte, North Carolina; the Globe Theatre Society 
in Regina, Saskatchewan; the Toronto Fresh Air Fund 
in Toronto, Ontario, and the Monroe County Parks 


Commission Environmental Fund in Ann Arbor, Michigan. 


In 2006 we were also proud to contribute pro bono 
professional engineering services to the reconstruction 
efforts being carried out by the United Nations 
Development Programme in response to the devastation 
caused by the 2004 tsunami in the Indonesian province 
of Aceh. Working on the ground in the city of Banda 
Aceh and through Web-based technology from our 
offices in Kitchener, Ontario; Edmonton, Alberta; and 
Rochester, New York, we were involved in a program to 
improve community roads as well as a project to rebuild 
solid waste management facilities. We are thankful that 
the rehabilitation of these key infrastructures will have a 
meaningful impact on the people affected by the tsunami. 


Acting on our concern for community well-being, we 
teamed up to support community endeavors across 
North America by donating our time, expertise, and 
skills during the year. For example, in Irvine, California, 
we contributed sewer and water utilities design services 


to the development of a 210-acre (85-hectare) center 


over 


organizations were supported 
in 2006 through our 


Community Investment Program 
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Adopt-A-Stream Cleanup—Our team in Raleigh, North Carolina, retrieved over 30 bags of garbage from a half-mile 


section of a tributary to Lake Johnson during the office’s fifth annual Adopt-A-Stream cleanup. 


complete with camping facilities and a dormitory for 
the Orange County Council, Boy Scouts of America. 
Scheduled to open in mid-2007, the center will 

host children from across Orange County. In North 
Springfield, Vermont, we helped revitalize a children’s 
playground by designing a new park layout as well as 
assisting with cleanup, tree planting, and the installation 
of new playground equipment. We also donated our time 
and funds to the construction of a boardwalk through 
the Hanlon Creek Wetlands in Guelph, Ontario. The 
boardwalk will allow visitors to experience the wetlands 
without damaging the delicate ecology of the area. And 


we volunteered our time and muscles to helping Habitat 


for Humanity build homes for low-income families in 


Albany, New York; Calgary, Alberta; and Phoenix, Arizona. 


Throughout the year, we also came together to walk, 
run, and participate in other fund-raising campaigns 

in support of the United Way, Big Brothers Big Sisters, 
Engineers Without Borders, the Junior Diabetes 
Research Foundation, the American Heart Association, 
the Canadian Gene Cure Foundation, the American 
and Canadian Cancer Societies, and many other 


worthwhile organizations. 


These are only a few examples of the many ways in 
which Stantec is one team caring for communities 


across North America and internationally. 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 


This discussion and analysis of Stantec Inc.’s operations and financial position, dated February 21, 2007, 
should be read in conjunction with the Company’s 2006 audited consolidated financial statements and 
related notes. Our 2006 audited consolidated financial statements are prepared in accordance with generally 
accepted accounting principles (GAAP) in Canada, which differ in certain respects from GAAP in the 
United States. Note 21 of the audited consolidated financial statements summarizes the principal 
differences between Canadian and US GAAP that affect our financial statements. Unless otherwise 
indicated, all amounts shown below are in Canadian dollars. Additional information regarding the 
Company, including our Annual Information Form, is available on SEDAR at www.sedar.com. Such 
additional information is not incorporated by reference and should not be deemed to be made part of this 
Management’s Discussion and Analysis. 


During the second quarter of 2006, our shareholders approved the subdivision of our common shares on a 
two-for-one basis. All references to common shares, per share amounts, and stock-based compensation 
plans in this Management’s Discussion and Analysis have been restated to reflect the stock split on a 
retroactive basis. 


CAUTION REGARDING FORWARD-LOOKING STATEMENTS 


Our public communications often include written or verbal forward-looking statements within the meaning 
of the U.S. Private Securities Litigation Reform Act and Canadian securities law. Forward-looking 
statements are disclosures regarding possible events, conditions, or results of operations that are based 

on assumptions about future economic conditions and courses of action and include future-oriented 
financial information. 


Statements of this type are contained in this report, including the discussion of our goal in the Visions, 
Core Business, and Strategy section and of our annual targets and expectations for our practice areas in 
the Results and Outlook sections, and may be contained in filings with securities regulators or in other 
communications. Forward-looking statements may involve, but are not limited to, comments with respect 
to our objectives for 2007 and beyond, our strategies or future actions, our targets, our expectations for our 
financial condition or share price, or the results of or outlook for our operations or for the Canadian or 

US economies. 


By their nature, forward-looking statements require us to make assumptions and are subject to inherent 
risks and uncertainties. There is a significant risk that predictions and other forward-looking statements 
will not prove to be accurate. We caution readers of this report to not place undue reliance on our forward- 
looking statements since a number of factors could cause actual future results, conditions, actions, or 
events to differ materially from the targets, expectations, estimates, or intentions expressed in these 
forward-looking statements. 


Future outcomes relating to forward-looking statements may be influenced by many factors, including, but 
not limited to, global capital market activities; fluctuations in interest rates or currency values; our ability 
to execute our strategic plans or to complete or integrate acquisitions; critical accounting estimates; the 
effects of war or terrorist activities; the effects of disease or illness on local, national, or international 


economies; the effects of disruptions to public infrastructure such as transportation or communications; 
disruptions in power or water supply; industry or worldwide economic or political conditions; regulatory or 
statutory developments; the effects of competition in the geographic or business areas in which we operate; 
the actions of management; or technological changes. 


We caution that the foregoing list is not exhaustive of all possible factors and that other factors could 
adversely affect our results. The Risk Factors section below provides additional information concerning 
key factors that could cause actual results to differ materially from those projected in our forward-looking 
statements. Investors and the public should carefully consider these factors, other uncertainties, and 
potential events as well as the inherent uncertainty of forward-looking statements when relying on these 
statements to make decisions with respect to our Company. The forward-looking statements contained 
herein represent our expectations as of February 21, 2007, and, accordingly, are subject to change after 
such date. Except as may be required by law, we do not undertake to update any forward-looking 
statement, whether written or verbal, that may be made from time to time. 


VISION, CORE BUSINESS, AND STRATEGY 
Our Company provides professional consulting services in planning, engineering, architecture, interior 
design, landscape architecture, surveying and geomatics, environmental sciences, project management, 
and project economics for infrastructure and facilities projects. Through multidiscipline service delivery, 
we support clients throughout the project life cycle—from the initial conceptual planning to project 
completion and beyond. 
Our goal is to become a top 10 global design and consulting services firm, and our focus is providing 
professional services in the infrastructure and facilities market principally on a fee-for-service basis. To 
achieve our objective, we must expand the depth and breadth of our services, which will result in growth. 
We intend to continue to pursue a prudent growth plan in expectation of achieving or exceeding $1 billion 
in annual revenue in the year 2008. 
Our business strategy is based on managing risk by 

* Diversifying our operations through a focused, three-dimensional business model 

¢ Serving many clients on many projects 


* Taking on little or no construction risk 


* Positioning ourselves among the top-three service providers in our geographic regions and 
practice areas 


Our focused, three-dimensional business model allows us to manage risk while continuing to increase our 
revenue and earnings. The model is based on 


¢ Diversifying our operations across several geographic regions 
* Specializing in distinct but complementary practice areas 


* Providing services in all five phases of the infrastructure and facilities project life cycle 
(planning, design, construction, maintenance, and decommissioning) 
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Through our “One Team. Infinite Solutions.” approach to our business and service delivery, we have 

one reportable GAAP segment—Consulting Services—which is an aggregate of our operating segments. 

Our operating segments are based on our regional geographic areas, and our chief operating decision 
_maker (Chief Executive Officer) assesses our Company’s performance based on financial information 

available from these geographic areas. In addition, we have practice areas that provide strategic direction, 

mentoring, and technical support across all of our geographic regions. 


The following discussion outlines the three main components of our business model. 


Geographic Diversification 


Currently, we operate in three main regions in North America—Canada, the US East, and the US West. 

We also have a small presence in the Caribbean and a project presence in several international locations. 
Our target is to position our Company among the top three service providers in each of our regions. 

Based on our services mix, this generally means achieving a market penetration of $10 million in 

revenue per one million population. We realize this objective in our existing areas primarily by adding 
services through organic growth and strategic hiring supplemented by acquisitions. We achieve our target 
in new areas principally by acquiring and integrating firms that complement our organization supplemented 
by organic growth and strategic hiring. 


Practice Area Specialization 


Currently, we provide services in five specialized and distinct practice area groupings—Buildings, 
Environment, Industrial & Project Management, Transportation, and Urban Land. 


Buildings. We provide comprehensive solutions for the development of commercial, industrial, and 
institutional facilities through two specialist practice areas: 1) Architecture, Interior Design & Facilities 
Planning & Operations and 2) Buildings Engineering. Our core services in these areas include 
project/program management, facilities management, strategic planning, architectural design, interior 
design, and structural, mechanical, electrical, and acoustical engineering for both new construction and 
existing buildings and facilities. For existing buildings, we offer expertise in performance engineering, 
building operating systems (including analysis of exterior envelope, air quality, lighting, and energy 
efficiency), and ongoing tenant improvements. 


Environment. We provide solutions for sustaining air, water, and soil quality as well as the health of 
natural ecosystems through two specialist practice areas: 1) Environmental Infrastructure and 

2) Environmental Management. Our core services in these areas include water supply, distribution, 
pumping, storage, and treatment; wastewater collection, pumping, management, and treatment; odor and 
corrosion control; water resources management; water reclamation and reuse; environmental site 
management; environmental assessment; heritage and natural resource assessment; risk assessment; health 
and safety assessment; air quality assessment; infiltration and inflow design/management of combined and 
sanitary sewer overflows; ecotoxicology and good laboratory practice testing; and microbiological testing. 


Industrial & Project Management. We provide industrial solutions to clients in the automotive, chemical, 
consumer products, forestry, food and beverage, bio/pharmaceutical, power generation, pulp and paper, 
utilities, mining, and general manufacturing sectors. Our core services include planning, engineering, and 
project management, which we deliver through four specialist practice areas: 1) Manufacturing/Industrial, 
2) Energy & Resources, 3) Bio/Pharmaceuticals, and 4) Program & Project Management. We also provide 


specialty services in occupational health and safety, system integration, instrumentation and control, 
electrical energy and power management, facility planning and design, industrial engineering, logistics, 
materials handling, and commissioning. 


Transportation. We offer transportation solutions for the safe and efficient movement of people, 
vehicles, aircraft, and goods through two specialist practice areas: 1) Transportation and 2) Infrastructure 
Management & Pavement Engineering. Our core services include project management, planning, and 
engineering. We prepare transportation master plans for communities and airports; conduct transportation 
investment studies; and design new and upgraded airport facilities, transit facilities, bridges, urban 
roadways, freeways, interchanges, rural highways, and rail systems. In addition, we offer expertise in 
simulation modeling, a comprehensive understanding of transportation demand and supply management 
principles, extensive use of a range of life cycle cost and statistical analysis techniques, and skills in public 
consultation and environmental assessment for developing infrastructure facility plans with broad public 
support. A key feature of our transportation services is our expertise in designing, developing, and 
implementing integrated infrastructure/asset management systems and work management applications 
for pavement, bridges, right-of-way features, water, wastewater, stormwater, utilities, and other assets. 


Urban Land. We provide planning, engineering, surveying, project management, and landscape 
architecture solutions, principally for the land development and real estate industries, through three 
specialist practice areas: 1) Planning & Landscape Architecture, 2) Urban Land Engineering, and 
3) Surveys/Geomatics. Our core services include, or relate to, the development of conceptual plans, 
zoning approval of design infrastructure, transportation planning, traffic engineering, landscape 
architecture, urban planning, design construction review, and surveying. 


Focusing on this combination of project services helps differentiate us from our competitors, allowing us 
to enhance our presence in new geographic regions and markets and to establish and maintain long-term 
client relationships. Our strategy for strengthening this element of our business model is to expand the 
depth of our expertise in our current practice areas and to selectively add complementary new practice 
areas to our operations. 


Life Cycle Solutions 


The third element of our business model is the provision of professional services in all five phases of the 
project life cycle—planning, design, construction, maintenance, and decommissioning. This inclusive 
approach enables us to deliver services during periods of strong new capital project activity (i.e., design 
and construction) as well as periods of lower new capital project expenditures (i.e., maintenance and 
rehabilitation). Beginning with the planning and design stages, we provide conceptual and detailed design 
services, conduct feasibility studies, and prepare plans and specifications. During the construction phase, 
we generally act as the owners’ representative, providing project management, surveying, and resident 
engineering services. We focus principally on fee-for-service type work and generally do not act as the 
contractor or take on construction risk. Following project completion, during the maintenance phase, we 
provide ongoing professional services for maintenance and rehabilitation projects in areas such as facilities 
and infrastructure management, facilities operations, and performance engineering. Finally, in the 
decommissioning phase, we provide solutions and recommendations for taking facilities out of 

active service. 


Our three-dimensional business model approach allows us to provide services to many clients and for many 
projects, ensuring that we do not rely on a few large projects for our revenue and that no single client or 
project accounts for more than 5% of our business. 


KEY PERFORMANCE DRIVERS AND CAPABILITIES 


Our performance depends on our ability to attract and retain qualified people; make the most of market 
opportunities; finance our growth; find, acquire, and integrate firms and/or new employees into our 
operations; and achieve top-three market penetration in the geographic areas we serve. Based on our 
success with these drivers, we believe that we are well positioned to continue to be one of the principal 
providers of professional design and consulting services in our geographic regions. 


People 


Because we are a professional services firm, the most important driver of our performance is our people. 
Our employees create the project solutions we deliver to clients. Consequently, to achieve our goal of 
becoming a top 10 global design firm, we must grow our workforce through a combination of internal 
hiring and acquisitions. We measure our success in this area by total staff numbers. In 2006 our employee 
numbers increased to approximately 6,000 from 5,500 in 2005. Currently, our workforce is made up of 
about 3,000 professionals, 2,100 technical staff, and 900 support personnel. We expect our employee 
numbers to continue to increase in 2007 and beyond. 


To attract and retain qualified staff, we offer opportunities to be part of “One Team” working on 
challenging multidiscipline projects with some of the most talented people in our industry. We are 
continually strengthening and supporting our people-oriented, “One Team. Infinite Solutions.” culture. 
In 2006 we completed a number of activities, including the expansion of our Learning Resource Center 
with updated content and new in-house programs and training. Launched in 2005, the center is the 
on-line source for all our learning resources, providing access to programs and material on topics such 
as employee orientation, people skills and leadership, project management, risk mitigation, business 
development, and financial management, among others. Going forward, we will continue to update 

and improve our learning programs and other career development initiatives in response to the needs of 
our staff. 


Our “diversified portfolio” approach to business, operating in different regions and practice areas, and our 
“One Team” philosophy, using and sharing the best available staff resources across the Company, generally 
enable us to redeploy a portion of our workforce when faced with changes in local, regional, or national 
economies or practice area demand. Although there will always be some areas where it will be difficult to 
find appropriate staff during certain periods, as we increase in size we become better able to address these 
issues by mobilizing staff from other parts of the Company either through temporary relocation or work 
sharing. We are continually improving our ability to work on projects from multiple locations through 
standardized practices and systems, project collaboration, and Web-based technology. 


Market Opportunities/Acquisition and Integration 


We believe that growth is necessary in order to enhance the depth and breadth of our expertise, broaden 
our services, increase our shareholder value, provide more opportunities for our employees, and lever our 
information technology systems. Our strategy is to combine internal growth with the acquisition of firms 


that believe in our vision and want to be part of our dynamic Company. Since we became publicly traded 
on the Toronto Stock Exchange (TSX) in 1994, we have integrated a total of over 4,300 employees into the 
Stantec family from throughout Canada, the United States, and the Caribbean. In 2006 we completed three 
acquisitions, including two in the United States, which established a new geographic subregion in New 
England and platforms for growth in Florida and Texas, and one in Ontario, Canada. In total, these 
acquisitions added over 315 employees to our operations. We are confident that we can continue to take 
advantage of acquisition opportunities because we operate in an industry sector that includes more than 
100,000 firms and is estimated to generate over US$60 billion in revenue in North America every year, of 
which we currently have approximately a 1% market share. (According to the Engineering News Record, 
the largest 500 engineering and architecture companies in the United States alone generated nearly US$60 
billion in fees in 2005.) 


The integration of acquired firms begins immediately following the acquisition closing date and generally 
takes between six months and three years. It involves the implementation of our Company-wide 
information technology and financial management systems as well as provision of “back office” support 
services from our corporate and regional offices. This approach allows our new staff to focus on their 
primary responsibility of continuing to serve clients with minimal interruption. 


Our acquisition and integration program is managed by a dedicated acquisition team that supports, or is 
responsible for, the tasks of identifying and valuing acquisition candidates, undertaking and coordinating 
due diligence, negotiating and closing transactions, and integrating employees and systems following an 
acquisition. 


Financing 


Our success also depends on our continuing ability to finance our growth plan. Adequate financing gives 
us the flexibility to acquire firms that are appropriate to our vision and complement our business model. 
Since we became publicly traded on the TSX in 1994, we have grown our gross revenue at a compound 
annual rate of 20.3%. To fund such growth, we require cash generated from both internal and external 
sources. Historically, we have completed acquisitions using mostly cash and notes while at opportune times 
raising additional equity to replenish our cash reserves, pay down debt, or strengthen our balance sheet. 

To date, we have issued additional shares for these purposes on four occasions—in 1997, 2000, 2002, and 
2005. Currently, we have a revolving credit facility, expiring on August 31, 2009, that provides us with a 
line of credit of $160 million. Such financing will help us continue to pursue our growth plan. 


Market Penetration 


Also key to our success is achieving a certain level of market penetration in the geographic areas we serve. 
Our goal is to be among the top three service providers in each of our geographic regions and practice 
areas. With this level of market presence, we are less likely to be affected by downturns in regional 
economies. Top-three positioning also gives us increased opportunities to work for the best clients, obtain 
the best projects, and attract the best employees in a region, and is important for building or maintaining 
the critical mass of staff needed to generate consistent performance and to support regional infrastructure. 


RESULTS 


Overall Performance 
Highlights for 2006 


By executing our business strategy in 2006, we generated strong results for the fiscal year as well as 
growth in gross revenue, net income, and earnings per share as follows: 


2006 2005 $ Change % Change 
(In millions of Canadian dollars, 


except per share amounts) 


GLOSSTEVENIC HIE Ris; Sil ate ee AR 816.1 618.0 198.1 32.1% 


PENI OCD Soc ks Si MIR ER eh eh Ded oly cis 60.2 40.6 19.6 48.2% 
Pamiigs per share — Dasie® cre0) tare ineyy wacve tie 1.34 1.02 0.32 31.4% 
EMULE SCE SEATS LO eine hed ay rah hl oc cs 13) 0.99 0.32 32.3% 
Cash flows from operating activities ........... 93.4 Sigs) 36.1 n/m 
Cash flows used in investing activities ......... (15.6) (114.6) 99.0 n/m 
Cash flows from (used in) financing activities ... (77.4) 47.9 (125.3) n/m 


n/m = not meaningful 


In our 2005 Management’s Discussion and Analysis, we established various ranges of expected 
performance for 2006. The following table presents the results we achieved in 2006 as we met or exceeded 
all our established targets: 


Measure Expected Range Result Achieved 

Debi to Cquity Faliog nate Uy nnn heath ey eee At or below 0.5 to 1 (0.03) ¥ 
Rein On equity’ (note? fl OPP SOAP e 8 At or above 14% 16.1% ¥ 
Netancomeas.% of netireventie; sisi tig! esis. At or above 5% 8.5% So 
Gross margin as % of net revenue.............. Between 54 and 56% 57.0% VS 
Administrative and marketing expenses 

AS: COR TIEL TOVERUC TO Se tte Ce ee ee Between 40 and 42% 41.3% o 
Tec vedncome tax Tate): .1..000ss se riaonteids te Between 32 and 34% 32.7% o 


note 1: Debt to equity ratio is calculated as the sum of (1) long-term debt, including current portion, plus bank 
indebtedness, minus cash divided by (2) shareholders’ equity. 

note 2: Return on equity is calculated as net income for the year divided by average shareholders’ equity over each 
of the last four quarters. 

/ J Better than target 

¥ Met target 

X Did not meet target 


The following highlights the major financial achievements and strategic activities that occurred in 2006, 
as well as other factors that contributed to our successful financial performance and strong overall 
financial condition: 


* A year of record results and continued growth. In 2006 we posted record gross revenue, net 
income, and basic and diluted earnings per share. 


¢ Gross revenue for 2006 was $816.1 million compared to $618.0 million in 2005 and $520.9 
nillion in 2094. 


* Net income for 2006 was $60.2 million compared to $40.6 million in 2005 and $30.2 million 
in 2004. 


* Diluted earnings per share for 2006 were $1.31 compared to $0.99 in 2005 and $0.79 in 2004. 


* Strong balance sheet. Our consolidated balance sheet position at December 31, 2006, remained 
solid, with cash and cash equivalents of $28.4 million and long-term debt of $16.2 million compared 
to cash and cash equivalents of $28.1 million and long-term debt of $86.7 million at December 31, 
2005. As at December 31, 2006, $149.9 million of our $160 million revolving credit facility was 
available for future acquisitions, working capital needs, capital expenditures, and general corporate 
purposes. Also during the year, we negotiated an extension of the due date of our credit facility to 
August 2009 and renewed our Normal Course Issuer Bid with the TSX. 


Increased backlog. Consolidated revenue backlog at the end of 2006 was $685 million compared 
to $588 million at the end of 2005 and $380 million at the end of 2004. The outlook for 2007 
remains positive. 


Growth through acquisitions. The 32.1% growth in gross revenue from 2005 to 2006 and the 
48.2% growth in net income from 2005 to 2006 were partially fueled by the integration of 
acquisitions completed in the second half of 2005 and by the acquisition of Carinci Burt Rogers 
Engineering, Inc., Dufresne-Henry, Inc., and ACEx Technologies, Inc. in 2006. The acquisitions 
completed in 2006 added over 315 employees to our Company and increased our growing presence 
in the United States. 


Internal growth. In addition to acquisition activities, internal growth contributed $46.7 million to 
the $198.1 million increase in gross revenue in 2006. Of note is a $19.9 million increase in our 
Industrial & Project Management practice area due to internal growth aided by a strong energy sector 
in western Canada. 


Continued growth. On January 12, 2007, we signed a non-binding letter of intent to acquire Vollmer 
Associates. The successful acquisition of this firm, with headquarters in New York and 24 offices 
throughout the northeastern United States, will add 650 employees to our Company and complement 
our Transportation practice area with services in engineering, architecture, planning, landscape 
architecture, and surveying. 


Stock split and the issuance of stock options. In 2006 our shareholders approved the subdivision 
of our issued common shares on a two-for-one basis, effective for registered common shares at the 
close of business on May 19, 2006. Under our Company’s share option plan and as part of our 
incentive program, our Board of Directors granted 471,000 stock options to various officers and 
employees in the Company. These options vest equally over a three-year period and have a 
contractual life of seven years from the grant date. 


Addition to the S&P/TSX Composite Index. During the second quarter of 2006, our Company was 
added to the S&P/TSX Composite Index. 


Award-winning projects. We continue to receive awards for our project work. In particular, in 2006 
we received various awards for our sustainable design solutions. For example, the Kamloops Centre 
for Water quality, the first water treatment plant in Canada to achieve LEED® Gold certification, 
received numerous awards, including the 2006 Canadian Consulting Engineers Award of Excellence. 
As well, the Frito-Lay Distribution Center in Rochester, New York, one of only two LEED® 
Gold-certified buildings in New York State, received the 2006 American Council of Engineering 
Companies, Engineering Excellence Diamond Award. 


Acquisitions 

Total consideration for acquisition activity was $18.5 million in 2006 and $228.7 million in 2005. In March 
2006, we acquired Carinci Burt Rogers Engineering, Inc., which added over 20 employees in the Greater 
Toronto Area and strengthened our electrical engineering practice. In April 2006, we acquired Dufresne- 
Henry, Inc., adding over 270 employees and 12 office locations to our Company. The acquisition of this 
multidiscipline design firm, which offers services in engineering, planning, environmental sciences, and 
landscape architecture, complemented our New York operations, expanded our services into four new 
states in New England, and established an initial presence in Florida. In May 2006, we acquired the 
communications systems engineering firm ACEx Technologies, Inc., which added over 25 staff and new 
locations in Oakland, California, and Irving, Texas, and complemented our services in transit, rail and 
power communications, and control systems engineering. As a result of our investment in our enterprise 
management system in 2003 as well as subsequent enhancements, we were able to quickly integrate these 
acquisitions during 2006. 


Selected Annual Information 


We have demonstrated strong, sustainable financial growth in the last three years as highlighted in the 
trending of the annual information below: 


Selected Annual Information 


2006 2005 2004 
(In millions of Canadian dollars, 
except per share and share amounts) 


GLOSS TEVENUC! Hole nee Ate eer LU ace En nee ee 816.1 618.0 520.9 
CtMCOUIC et Meee rt eee ste ee tae em oe ee 60.2 40.6 30.2 
Parninges per snare basic sws.55, eae ies tears 1.34 1.02 0.82 
Baroingsiper share = diluted)... Fal Mia wale aos eos 1.31 0.99 0.79 
Cash dividends declared per common share ................ nil nil nil 
Vota assets: < ORR RE. cu RRO OST: oo eR Bare 66a Boe 630.5 628.8 362.1 
Totabilong-term debts cosine. ato. seats ohh ine ncndt cis 16.2 86.7 34.0 
Outstanding common shares — as at December 31 ........... 45,201,785 44,626,262 37,742,170 
Outstanding common shares — as at February 21,2007 ....... 45,515,412 

Outstanding share options — as at December 31 ............. 1,702,784 1,876,528 2,142,666 
Outstanding share options — as at February 21,2007 ......... 1,399,054 


note: The term gross revenue is defined in the Critical Accounting Estimates, Developments, and Measures section of 
_ this Management's Discussion and Analysis. 


The three acquisitions completed in 2006, the three completed in 2005, and the four completed in 2004 
contributed to our year-over-year growth in gross revenue, net income, and basic and diluted earnings per 
share. As well, internal growth contributed $46.7 million to the $198.1 million increase in gross revenue 
in 2006 compared to 2005. 


Our total assets increased by $1.7 million from 2005 to 2006. A $17.6 million decrease in current assets 
was offset by a $19.3 million increase in non-current assets. The decrease in current assets was mainly due 
to a reduction in restricted cash used to fund acquisitions in 2006, repay acquired debt, and pay promissory 
notes for acquisitions completed in prior years as further described in the Working Capital section below. 


The increase in non-current assets was mainly due to a $8.8 million increase in goodwill and a $6.5 million 
increase in property and equipment resulting from internal growth and growth through acquisitions in 
the year. 


Total assets increased $266.7 million from 2004 to 2005 mainly due to a $158.0 million increase in 
goodwill and a $21.0 million increase in intangible assets primarily arising from the three acquisitions 
completed in 2005. 


During the third quarter of 2006, we conducted our annual goodwill impairment review. An independent 
third-party valuator was contracted to assist in assessing the goodwill of our operations in the US East. 
The review concluded that there was no impairment of goodwill. 


Our total liabilities decreased $61.1 million from 2005 to 2006 mainly due to the reduction of our 
revolving credit facility from $79.0 million at December 31, 2005, to $8.2 million at December 31, 2006. 
We were able to repay our credit facility from cash generated from operations in the year. From 2004 to 
2005, our credit facility increased $55.0 million mainly to finance the acquisitions in 2005. 


Results of Operations 


Our Company operates in one reportable segment—Consulting Services. We provide knowledge-based 
solutions for infrastructure and facilities projects through value-added professional services principally 
under fee-for-service agreements with clients. 


The following table summarizes our key operating results on a percentage of net revenue basis and the 
percentage increase in the dollar amount of these results from year to year: 


Percentage of Net Revenue Percentage Increase * 
- 2006 2005 2004 2006 vs.2005 2005 vs.2004 

Gross revenue ................. 115.3% 117.8% 116.0% 32.1% 18.6% 
Net revenue. #288. 5 0.6. tere as ~ 100.0% 100.0% 100.0% 35.0% 16.8% 
Direct payrollcosts. 4) 3. weenie 43.0% 44.7% 45.8% 29.9% 14.1% 
Gross margin® ..200. 0. 5 Oo oes 57.0% 55.3% 54.2% 39.1% 19.0% 
Administrative and marketing 

expenses. .Sekires .. ee Peer 41.3% 40.6% 40.9% 37.1% 15.8% 
Depreciation of property and 

Cquipmientey, <The tee. Seales 2.2% 2.4% 20/6 26.0% 3.4% 
Amortization of intangible assets . . . 0.9% 0.5% 0.2% 141.2% 174.2% 
Net iiterest expenser an acca teak 0.3% 0.1% 0.6% 231.3% (79.6%) 
Share of income from 

associated companies .......... (0.1%) 0.0% (0.1%) 52.4% (51.4%) 
Foreign exchange (gains) losses ... 0.0% (0.1%) 0.0% (83.5%) 377.7% 
Other income bin saree eae ae. (0.2%) (0.1%) 0.0% 319.8% 131.6% 
Income before income taxes ..... 12.6% 11.9% 9.9% 43.1% 39.9% 
InGome taxes «40.5 eee 4.1% 4.2% 3.2% 33.7% PIAL 
Net incomes ceva fee 8.5% 7.7% 6.7% 48.2% 34.6% 


* % Increase calculated based on the dollar change from the comparable period. 


Our gross and net revenue grew at a faster rate during 2006 than during 2005 mainly due to the size of 
acquisitions that occurred in the second half of 2005 and in the first two quarters of 2006. Administrative 
and marketing expenses, amortization of intangible assets, and net interest expense grew at greater rates 
than the rate of growth in revenue as further explained in the Administrative and Marketing Expenses, 
Amortization of Intangible Assets, and Net Interest sections below. 


Gross and Net Revenue 


The following table summarizes the impact of acquisitions, internal growth, and foreign exchange on our 
gross and net revenue for 2006 compared to 2005 and for 2005 compared to 2004. For definitions of gross 
and net revenue, refer to the Definition of Non-GAAP Measures in the Critical Accounting Estimates, 
Developments, and Measures section of this discussion and analysis. 


Gross Revenue 2006 vs. 2005 2005 vs. 2004 
(In millions of Canadian dollars) 
Increase (decrease) due to: 


ESC ISR IOMS BLOW EY Cito sy ng MONE ee ee a Side 3 165.4 88.1 
PN CHNIIVEUIALOCOWUEL. rere eee oat cea eee sleet ois ng alte PONTE TE ee ans 46.7 22s 
Impact of foreign exchange rates on 
fevenue carned by foreign subsidiaries)... ssi lS ean eSanww Yee ees (14.0) 13.8 
PotalmMerease OVEL DIOL. Years tare 2 nag Ree slats mens cnee si ete Fas 198.1 97.1 
Net Revenue 2006 vs. 2005 2005 vs. 2004 


(In millions of Canadian dollars) 
Increase (decrease) due to: 


ENC AUESS EAS LOW LAME een cay ee are eerste demo Be ak os 148.7 65.2 

ROMA Ula tO CONN ere de, ctr ae SOME Gs cls aah FEE Contes 10.5% aychwoncxaree ase 46.8 Zan 
Impact of foreign exchange rates on 

revenuercamed bystoreign:subsidiaries 0, any i). shea coe ate aoe. (12.2) (11.9) 

pl oraleincreasciOver, PIOTIVcalaais.d oes, aes PA RRR RS Heres 183.3 75.4 


Gross revenue earned in Canada during 2006 increased to $461.3 million from $380.5 million in 2005 and 
$325.8 million in 2004. Gross revenue generated in the United States in 2006 increased to $348.0 million 
compared to $233.4 million in 2005 and $190.4 million in 2004. Gross revenue earned outside Canada and 
the United States in 2006 was $6.8 million, compared to $4.1 million in 2005 and $4.7 million in 2004. 
The increase in revenues in both our US- and Canadian-based operations was positively impacted by the 
acquisitions completed in 2006 and 2005. 


The following table summarizes our gross revenue by practice area for 2006, 2005, and 2004: 


% of % of % of 
Consulting Consulting Consulting 
‘Services % Change Services % Change Services 
Practice Area Gross 2006 vs. Gross 2005 vs. Gross 
Gross Revenue 2006 Revenue 2005 2005 Revenue 2004 2004 Revenue 
(millions of C3) (millions of C3) (millions of C$) 
PUGS ye crite 184.2. 22.6% 25.0% 147.4 23.9%, 50.3% 98.1 18.9% 
Environment .°....... 149.4 18.3% 445% 103.4 16.7% (1.1%) 104.6 20.1% 
Industrial & Project 
Management ....... 94.8 11.6% 39.8% 67.8 11.0% 18.9% 57.0 11.0% 
Transportation ........ 106.0 13.0% 17.0% 90.6 14.6% (0.9%) 91.4 17.6% 
Uibap bande se 281.7 34.5% 34.9% 208.8 33.8%: 23:1%, 16S5 32.4% 


Total Consulting Services 816.1 100.0% 32.1% 618.0 100.0% 18.9% 519.9 100.0% 


note: Comparative figures are restated due to a realignment of practice areas in 2006. 


As indicated above, our gross revenue was impacted by acquisitions, net internal growth, and the effect of 
foreign exchange rates on revenue earned by our foreign subsidiaries. The impact of these factors on gross 
revenue earned by practice area is summarized below: 


2006 Compared to 2005 2005 Compared to 2004 
Change Due to Change Due to 
Net Internal Net Internal 
: Change Growth - Change Growth and 
Practice Area Total Due to and Foreign Total Due to Foreign 
Gross Revenue Change Acquisitions Exchange . Change Acquisitions Exchange 
(In millions of Canadian dollars) (In millions of Canadian dollars) 
Buildmigs: cette. oe 36.8 38.7 (e9) 49.3 43.6 5.1 
Environment . a5... ; 46.0 52.6 13.4 (1.2) 8.1 (9.3) 
Industrial & Project 
Management........ 27.0 8.9 18.1 10.8 he 333 
Transportation ........ 15.4 Why Bai) (0.8) (0.3) (0.5) 
Wisbans lang. pate) a ate 122, TES) (0.6) 40.0 ALi 10.8 
Total Consulting Services 198.1 165.4 ao 98.1 88.1 10.0 


note: Comparative figures are restated due to a realignment of practice areas in 20006. 


The following summarizes the acquisitions completed from 2005 to 2006 that affected the acquisition 
growth of each of our practice areas: 


¢ Buildings: Dufresne-Henry, Inc. (May 2006); Carinci Burt Rogers Engineering, Inc. (March 2006); 
Keen Engineering Co. Ltd. (October 2005); The Keith Companies, Inc. (September 2005); and CPV 
Group Architects & Engineers Ltd. (August 2005) 


¢ Environment: Dufresne-Henry, Inc. (May 2006) and The Keith Companies, Inc. (September 2005) 


¢ Industrial & Project Management: The Keith Companies, Inc. (September 2005) and Dufresne- 
Henry, Inc. (May 2006) 


¢ Transportation: ACEx Technologies, Inc. (May 2006) and Dufresne-Henry, Inc. (May 2006) 
¢ Urban Land: The Keith Companies, Inc. (September 2005) and Dufresne-Henry, Inc. (May 2006) 


All of our practice areas generate a portion of their gross revenue in the United States. The strengthening of 
the Canadian dollar against the US dollar in 2006 compared to 2005 and in 2005 compared to 2004 had a 
negative impact on the change in gross revenue by practice area year over year. The average exchange rate 
for the Canadian dollar relative to the US dollar increased by approximately 6.0% from 2005 to 2006 
(US$0.83 to US$0.88) and by 9.2% from 2004 to 2005 (US$0.76 to US$0.83). 


Buildings 

Gross revenue for the Buildings practice area grew by 25.0% from 2005 to 2006. Of the $36.8 million 
increase in gross revenue in 2006, $25.1 million, $6.3 million, $4.6 million, $1.4 million, and $1.3 million 
were due to revenue earned from the acquisition of Keen Engineering Co. Ltd., CPV Group Architects & 
Engineers Ltd., Carinci Burt Rogers Engineering, Inc., The Keith Companies, Inc. (Keith), and Dufresne- 
Henry, Inc., respectively. Foreign exchange negatively affected the change in gross revenue from 2005 


to 2006 by $1.6 million. In 2006 the Buildings practice area continued to secure larger projects and 

to experience higher project volumes. In particular, it continued to be very active in western Canada, 
resulting in a strong backlog. For example, in Q3 06 we secured a multimillion-dollar contract to provide 
mechanical, electrical, and civil engineering services for the development of an acute care hospital 
facility—the Legacy project—in Vancouver, British Columbia. In addition, we were recently awarded a 
multimillion-dollar contract to design a three-module “campus” style facility for a banking institution in 
Calgary, Alberta. To assist in meeting increased demand, the practice area made use of work-sharing 
initiatives across the Company in 2006. We believe the Buildings practice area is well positioned to 
provide sustainable design expertise and solutions to clients into 2007. 


Gross revenue for the Buildings practice area grew by 50.3% from 2004 to 2005. Of the $49.3 million 
increase in gross revenue in 2005, $43.6 million was due to acquisition growth, and $5.7 million was due 
to internal growth and foreign exchange. In 2005 the presence of strong economies in regions in which we 
operate contributed to growth in this practice area, as well as our transition from a group of local and 
regional offices into a national practice able to provide sought-after expertise in markets such as health 
care, research, education, and aviation. 


Environment 


Gross revenue for the Environment practice area grew by 44.5% from 2005 to 2006. Of the $46.0 million 
increase in gross revenue in 2006, $20.9 million and $11.7 million were due to revenue earned from the 
acquisition of Keith and Dufresne-Henry, Inc., respectively. In addition, internal growth accounted for 
$15.7 million of the increase in gross revenue in 2006, offset by a $2.3 million negative impact from 
foreign exchange. The Environment practice area remained strong due to larger projects, higher labor 
utilization rates, and the strong economy in western Canada. The increased awareness of governments and 
the public of environmental issues may present opportunities for this practice area. As well, the 
Environment practice area is positioning itself to explore opportunities in odor and corrosion control and 
hazardous waste remediation. 


Gross revenue for the Environment practice area decreased by 1.1% from 2004 to 2005. In 2005 the 
Environment practice area focused on improving the operational effectiveness of underperforming 
operations. During the last half of 2004, certain of our operations in the Environment practice area were 
curtailed through staff reductions, resulting in a decrease in the level of revenue generated in 2005. This 
strategic realignment enhanced the Environment practice area's ability to improve its gross revenue and 
gross margin. 


- Industrial & Project Management 


Gross revenue for the Industrial & Project Management practice area grew by 39.8% from 2005 to 2006. 
Of the $27.0 million increase in gross revenue in 2006, $8.9 million was due to acquisitions. The revenue 
earned from the industrial and project management practice acquired from the Keith acquisition accounted 
for $8.1 million of the acquisition growth. In addition, internal growth accounted for $20.1 million of the 
increase in gross revenue in 2006, offset by a $2.0 million negative impact from foreign exchange. The 
internal growth in 2006 was primarily due to securing projects in the oil sands sector in western Canada. 
For example, during the year, the practice area completed a multimillion-dollar contract to provide services 
for the development of facilities and infrastructure for the Fort Hills Oil Sands project in northern Alberta. 
We believe the oil sands sector in western Canada will remain strong into 2007. 


M-15 


The Industrial & Project Management practice area continues to position itself to capture more of the 
support facilities and infrastructure segment of the energy and resources sector, projects in the power 
telecommunications sector, and opportunities that may arise from an expected increase in construction 
activity for ethanol and biomass facilities in Canada as a result of recent federal government initiatives. 
Since this practice area continues to work on projects requiring wind and solar energy expertise, it is also 
well positioned to capture opportunities in the renewable electrical energy sector resulting from the 2005 
Energy Act in the United States. Due to competition for qualified staff, especially in western Canada, this 
practice area is exploring new strategies for attracting additional people. 


Gross revenue for the Industrial & Project Management practice area grew by 18.9% from 2004 to 2005. 
Of the $10.8 million increase in gross revenue in 2005, $5.8 million was due to revenue earned from the 
industrial and project management practice acquired from the Sear-Brown acquisition. 


Transportation 


Gross revenue for the Transportation practice area grew by 17.0% from 2005 to 2006. Of the $15.4 million 
increase in gross revenue in 2006, $9.2 million and $2.5 million were due to revenue earned from the 
acquisition of Dufresne-Henry, Inc. and ACEx Technologies, Inc., respectively. In addition, internal growth 
accounted for $6.6 million of the increase in gross revenue in 2006, offset by a $2.9 million negative 
impact from foreign exchange. The implementation of the new six-year, US$286.4 billion Safe, 
Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU) signed on 
August 10, 2005, increased the funds available for transportation projects, which started to translate into 
contracts for our Company in 2006. For example, during the year, we renewed a five-year, $11 million 
contract with the U.S. Department of Transportation to conduct long-term pavement performance studies. 
The outlook for the Transportation practice area in Canada remains strong, in particular with recent 
announcements of government funding such as the $2.4 billion Canadian Highways and Border 
Infrastructure Fund. 


Gross revenue for the Transportation practice area decreased by 0.9% from 2004 to 2005. The $0.8 million 
decrease was mainly due to delays in US federal transportation funding in 2005. 


Urban Land 


Gross revenue for the Urban Land practice area grew by 34.9% from 2005 to 2006. Of the $72.9 million 
increase in gross revenue in 2006, $70.2 million and $3.3 million were the result of revenue earned from 
the acquisition of Keith and Dufresne-Henry, Inc., respectively. In addition, internal growth accounted for 
$4.7 million of the increase in gross revenue in 2006, offset by a $5.3 million negative impact from foreign 
exchange. The Keith and Dufresne-Henry Inc. acquisitions increased our presence in the urban land market 
in the United States. We offer urban land services primarily in Alberta, southern Ontario, and California 
and have a more modest presence in Arizona, Nevada, Utah, Colorado, North Carolina, and Florida and a 
small presence in other Canadian and eastern US markets. Our three core regions, which account for 
approximately 75% of our business, are stable or experiencing moderate declines in housing starts. Due to 
our strong market position in these regions, our overall performance in urban land was strong in 2006, and 
we anticipate a continuing stable market in 2007. 


Gross revenue for the Urban Land practice area grew by 23.7% from 2004 to 2005. The practice area grew 
both internally and through acquisitions in 2005. Of the $40.0 million increase in gross revenue in 2005, 
$29.2 million was the result of acquisitions, of which $28.4 million was earned from the urban land 
practice acquired from the Keith acquisition. 


Gross Margin 


For a definition of gross margin, refer to the Definition of Non-GAAP Measures in the Critical Accounting 
Estimates, Developments, and Measures section below. Gross margin increased to 57.0% in 2006 from 
55.3% in 2005 and 54.2% in 2004. Our 2006 gross margin exceeded the anticipated range of 54 to 56% set 
out in our 2005 Annual Report. Factors that have contributed to our improved gross margins over the last 
three years include the following: 


¢ Improved markets for our services with corresponding increases in fee rates. 


¢ Improved project management through enhanced staff training and support systems. 
This improvement has been achieved through the expansion of our on-line Learning Resource 
Center with updated content and in-house programs and training in project and financial 
management and through the use of improved information available from the enterprise 
management systems we implemented in 2003 as well as subsequent upgrades. 


¢ The implementation of an improved system for invoicing project-related administrative costs in 2005. 
Following this implementation, we continued to reflect these recoveries as part of revenue, but we 
now report the costs in administrative and marketing expenses. This has contributed to both the 
increased gross margin and the increased administrative and marketing expenses in 2006. 


The following table summarizes our gross margin percentages by practice area for 2006, 2005, and 2004: 


Practice Area Gross Margin 2006 2005 2004 

PRI OSS Steere ee RE Ree fale Et Ae Ret eee 56.5% 55.9% 52.6% 
en Viromment bray oe ou, eae Pee. pak baie ee eek eine tae 58.4% 56.6% 55.2% 
Industrial. & Projects Management, \icvaiicia eV isan «eu dialogs 6s 51.0% 49.2% 48.7% 
MT AUSPORAUIOU ett n elre ta co ante Ge oops oneararn. cer meet aes 55.7% 56.1% 0.9/0 
Wrban and eco. ccc aE ee ate, she: nears 58.7% 56.1% 55.6% 


note: Comparative figures are restated due to a realignment of practice areas in 2006. 


Gross margins in all practice areas improved from 2004 to 2006, with the exception of a modest decline 

of 0.4% in the Transportation practice area from 2005 to 2006. The increases in gross margins can be 
attributed to the same factors discussed above. Because of the nature of our business model, which is based 
on diversifying our operations across geographic regions, practice areas, and all phases of the infrastructure 
and facilities project life cycle, there will continue to be fluctuations in the margins reported from year 

to year depending on the mix of projects in progress during any year. 


Administrative and Marketing Expenses 


Administrative and marketing expenses as a percentage of net revenue were 41.3% in 2006 compared to 
40.6% in 2005. The increase was mainly due to an additional $3.2 million of performance and retention 
bonuses arising from acquisitions completed in the current and prior years. As well, when we implemented 
an improved system for invoicing project-related administrative costs in 2005, we continued to reflect these 
recoveries as part of revenue, but we now report the costs in administrative and marketing expenses. This 
has contributed to both the increased gross margin and the increased administrative and marketing 
expenses in 2006. The 41.3% in 2006 was within the expected range of 40 to 42% set out in our 2005 
Annual Report. 


Administrative and marketing expenses as a percentage of net revenue were 40.6% in 2005 compared to 
40.9% in 2004. This percentage was lower in 2005 due to a $4.0 million reduction of our allowance for 
doubtful accounts. This adjustment was based on improved information available on our historical loss 
experience. As well, our enhanced processes for identifying projects that qualify for Scientific Research 
and Experimental Development tax credits in Canada reduced our administrative and marketing expenses 
by $1.2 million in 2005. The above reductions were offset by a $4.6 million increase in our professional 
liability claims cost, which was based on the results of an independent actuarial review completed in 2005. 


Our administrative and marketing expenses may fluctuate from year to year as a result of the amount of 
non-billable staff time allocated to administration and marketing, which is influenced by the ratio of work 
carried out on proposals and other non-billable administrative and marketing activities during the year. 


Depreciation of Property and Equipment 


Depreciation of property and equipment as a percentage of net revenue was 2.2% in 2006, 2.4% in 2005, 
and 2.7% in 2004. Depreciation expense in 2006 increased at a lower rate than that of net revenue. The 
$3.2 million increase in depreciation from 2005 to 2006 was primarily due to the addition of property and 
equipment from acquisitions made in the fourth quarter of 2005 and in 2006. The reduction in depreciation 
expense as a percentage of net revenue in 2005 related to the sale of our office building in Edmonton, 
Alberta, during the fourth quarter of 2004. 


Amortization of Intangible Assets 


The timing of completed acquisitions, the size of acquisitions, and the type of intangible assets acquired 
affect the amount of amortization of intangible assets in each year. Client relationships and other intangible 
assets are amortized over estimated useful lives ranging from 10 to 15 years, whereas contract backlog is 
amortized over an estimated useful life of generally less than one and a half years. As a result, the impact 
of amortization of contract backlog can be significant in the two to six quarters following an acquisition. 
The following table summarizes the amortization of identifiable intangible assets: 


2006 2005 2004 
(In thousands of Canadian dollars) 


Amortization of client relationships 25.05) ey ae es 2,401 1,050 579 
Amortization of backlog ats soo re seecite res e eet enieeat at 3,508 1,349 239 
Others: esd, Ae, Ahora ae Baer eh Ty see eae et 223 143 109 
Total amortization of intangible assets ................-... 6,132 2,542 927 


The increase of $3.6 million between 2005 and 2006 was primarily due to the intangible assets acquired 
from the Keith and Keen Engineering Co. Ltd. acquisitions in September and October of 2005. Of the $6.1 
million amortized in 2006, $4.1 million was related to the Keith acquisition. 


Net Interest Expense 


The increase of $1.3 million in net interest expense in 2006 compared to 2005 was a result of our long- 
term debt balance throughout the first two quarters of 2006 being higher than in the same period in 2005 
and the prevailing interest rates in 2006 being higher than in 2005. Near the end of the third quarter of 
2005, we accessed our revolving credit facility to finance the Keith acquisition. At December 31, 2005, 
$79.0 million was used on our credit facility. At December 31, 2006, $8.2 million was used on our credit 
facility. In 2006 we repaid our credit facility using cash generated from operations. Depending on the form 


under which the credit facility is accessed and certain financial covenant calculations, rates of interest may 
vary among Canadian prime, US base rate, or LIBOR or bankers acceptance rates plus 65 or 85 basis 
points. Our average interest rate was 6.0% at December 31, 2006, compared to 4.34% at December 31, 
2005. We estimate that, based on our loan balance at December 31, 2006, a 1% change in interest rates 
would impact our annual earnings per share by less than $0.01. 


The reduction of $2.2 million in net interest expense in 2005 compared to 2004 was a result of maintaining 
a positive net cash position during the first three quarters of 2005 compared to a position of bank 
indebtedness during the same period in 2004. In addition, our total long-term debt position during the first 
three quarters of 2005 was less than it was during the same period in 2004, which contributed to the 
reduction in overall interest expense. 


Foreign Exchange Gains 


We reported a foreign exchange gain of $0.1 million in 2006, compared to $0.4 million in 2005 and $0.1 
million in 2004. These foreign exchange gains arose on the translation of the foreign-denominated assets 
and liabilities held in our Canadian companies and in our non-US-based foreign subsidiaries. We minimize 
our exposure to foreign exchange fluctuations by matching US-dollar assets with US-dollar liabilities 

and, when appropriate, by entering into forward contracts to buy or sell US dollars in exchange for 
Canadian dollars. 


Throughout most of 2004, we used US-dollar-denominated debt to minimize our exposure to foreign 
currency fluctuations. Late in 2004, due to an improvement in our cash position, we were able to reduce 
the amount of this debt. Therefore, in order to minimize our exposure to foreign exchange fluctuations, we 
matched US-dollar assets with US-dollar liabilities and entered into forward contracts to buy or sell US 
dollars in exchange for Canadian dollars. Near the end of the third quarter of 2005, we borrowed US 
dollars to complete the Keith acquisition. This US-dollar debt offset our investment in US-dollar net assets 
and eliminated the need to enter into forward contracts. In 2006 we began repaying the US-dollar debt 
using cash generated from operations, which created the need to enter into forward contracts again in the 
last quarter of 2006. As at December 31, 2006, we had entered into a foreign currency forward contract 
that provided for the sale of US$4.5 million on January 12, 2007, at the rate of 1.1608 per US dollar. 

The fair value of this contract, estimated using market rates at December 31, 2006, was a loss of $19,167. 


In 2004 the Canadian dollar rose from US$0.77 at the beginning of the year to US$0.83 at the end of the 
year. We recorded a $0.1 million foreign exchange gain because our matching of US-dollar assets and 
liabilities limited our exposure. During 2005, the Canadian dollar continued to strengthen to US$0.86, and 
we recorded a gain of $0.4 million since there was a period at the closing of the Keith transaction when our 
US-dollar-denominated liabilities exceeded our US-dollar-denominated assets. Approximately $0.4 million 
of this gain was reflected in Q3 05. The exchange rate at the end of December 31, 2006, was US$0.86, the 
same rate as at December 31, 2005, and we recorded a $0.1 million gain in 2006 due to our limited 
exposure throughout the year. 


Income Taxes 

Our effective income tax rate for 2006 was 32.7% compared to 35.0% for 2005 and 32.4% for 2004. In our 
2005 Management’s Discussion and Analysis, we anticipated that our effective tax rate would be in the 
range of 32.0 to 34.0% depending on our estimated earnings in each of our taxing jurisdictions. We review 
our estimated income tax rate quarterly and adjust it based on changes in statutory rates in the jurisdictions 
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in which we operate as well as on our estimated earnings in each of these jurisdictions. In 2006 the Quebec 
government enacted Bill 15 to amend the Quebec Taxation Act, legislation that retroactively eliminated the 
benefit of certain financing trust arrangements. As a result of this legislative change, we recorded an 
additional $1.0 million of income tax expense in Q2 06 related to 2005. The impact of this increase was 
offset by the relative amount of income earned in our low tax rate jurisdictions, resulting in an effective 
income tax rate below the middle of our expected range. 


Throughout 2005 we maintained our estimated rate consistently at 35.0%. The 32.4% rate for 2004 was 
favorably impacted by the additional income reflected in our regulated insurance subsidiary in Q4 04; a 
portion of that income was subject to tax at lower rates, resulting in a 1.2% reduction of our consolidated 
tax rate. 


Quarterly Trends and Fourth Quarter Results 
The following is a summary of our quarterly operating results for the last two fiscal years. 


Quarterly Operating Results 


(In millions of Canadian dollars, except per share amounts) 
2006 2005 
Dec 31 Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30 Mar 31 


Gross revenue ....... 211.8 210.2 208.8 185.3 180.6 146.1 150.2 141.1 


Netreventies = a2 4:1 180.6 182.0 182.2 163.1 15109 2 125.9 1277 119.1 
Net incomes: 2. 73700 15.6 16.5 16ST OSs 14 8.0 12.8 137t 6.7 
EPS.ca basiCn'at\. .ogem a 0.35 0.36 0.37 0.25 0.18 0.33 0.34 0.18 
EPS — diluted j.cctec 0.34 0.36 0.36 0.25 0.17 0.32 0.34 0.17 


The quarterly earnings per share on a basic and diluted basis are not additive and may not equal the annual earnings 
per share reported. This is due to the effect of shares issued or repurchased during the year on the weighted average 
number of shares. Diluted earnings per share on a quarterly and annual basis are also affected by the change in the 
market price of our shares, since we do not include in dilution options whose exercise price is not in the money. 


The following items impact the comparability of our quarterly results: 


Q4 06 vs. Q3 06 vs. Q2 06 vs. Q1 06 vs. 
Q4 05 Q3 05 Q2 05 Ql 05 


(In millions-of Canadian dollars) 
Increase (decrease) in gross revenue due to: 


ACQUISITIONS TO WIR er. cern okies te ae ee 12.0 51.3 ees, 46.8 
Netiinternal growth cen three ce ae are ares 21.4 16.3 8.5 0.5 
Impact of foreign exchange rates on 

revenue earned by foreign subsidiaries ........ (2.2) (3.5) (5.2) (3.1) 
TOtaP increase. in grass eV enue tae ee eae 512 64.1 58.6 44.2 
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Fourth Quarter Results 


During Q4 06, our gross revenue increased by $31.2 million, or 17.3%, to $211.8 million compared to 
$180.6 million for the same period in 2005. Approximately $12.0 million of this increase resulted from 
acquisitions completed in 2005 and 2006 and internal growth of $21.4 million, offset by $2.2 million in 
foreign exchange due to the strengthening of the Canadian dollar during 2005 and 2006. 


Net income during Q4 06 was strong, increasing by $7.6 million, or 95.7%, from the same period in 2005. 
Basic earnings per share in Q4 06 increased by $0.17, or 94.4%, compared to the same period in Q4 05. 
These increases in net income and earnings per share were mainly due to the growth in gross revenue 
mentioned above as well as a quarterly gross margin of 58.3% compared to 53.5% for the same period last 
year. Due to the nature of our business model, which is based on diversifying our operations across 
geographic regions, practice areas, and all phases of the infrastructure and facilities project life cycle, there 
will continue to be fluctuations in our gross margin from period to period depending on the mix of projects 
during any quarter. In addition, our 2005 gross margin was low since we integrated approximately 1,000 
staff into our Company in Q4 05 from the Keith and Keen Engineering Co. Ltd. acquisitions, who were 
then required to learn new practices and processes and understand new systems. Such a learning curve 
results in decreased productivity until the learning is complete. 


Quarterly Trends 


During Q1 06, our gross revenue grew $44.2 million, or 31.3%, compared to Q1 05. Approximately $46.8 
million of this increase was a result of the CPV Group Architects & Engineers Ltd., Keith, and Keen 
Engineering Co. Ltd. acquisitions, which occurred in the last half of 2005. With the integration of project 
work for over 1,000 employees into our operations from these acquisitions, net income increased by $4.7 
million in Q1 06, and basic earnings per share increased by $0.07 compared to the same period in 2005. 


During Q2 06, our gross revenue grew by $58.6 million, or 39.1%, compared to Q2 05. Approximately 
$55.3 million of this increase was a result of the three acquisitions completed in the last half of 2005 and 
of the Carinci Burt Rogers Engineering, Inc., Dufresne-Henry, Inc., and ACEx Technologies, Inc. 
acquisitions completed in the first half of 2006. Net income increased by $3.6 million in Q2 06 compared 
to the same period in 2005, and basic earnings per share increased by $0.03 compared to the same period 
last year. Net income and earnings per share would have increased $7.6 million and $0.10, respectively, 
had it not been for a $4.0 million positive adjustment made in Q2 05 related to management's revised 
estimate of provision for doubtful accounts receivable. That revised estimate was based on improved 
information on historical loss experience that became available to us through the use of our enterprise 
management system. 


During Q3 06, our gross revenue grew by $64.1, or 43.9%, compared to Q3 05. Approximately $51.3 
million of this increase was a result of the three acquisitions completed in the last half of 2005 and of the 
Carinci Burt Rogers Engineering, Inc., Dufresne-Henry, Inc., and ACEx Technologies Inc. acquisitions 
completed in the first half of 2006. As we integrated the staff and project work from these acquisitions, net 
income increased by $3.7 million, or 27.9%, in Q3 06 compared to the same period in 2005, and basic 
earnings per share increased by $0.03 compared to the same period last year. 
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Liquidity and Capital Resources 


The following table represents summarized working capital information as at December 31, 2006, 
compared to December 31, 2005: 


Dec 31, 2006 Dec 31, 2005 % Change 
(In millions of Canadian dollars, 
except ratios) 


Curréntassets. scion daly ate ohh eceer tere ee ee ea 262.8 280.4 (6.3%) 


Current’ abilities’. rox Deh SDE Getto Sere tae ane oa (155.7) (157.8) (1.3%) 
Working capital: Se ca tentisvetc ra ar ete tse crea a ee 107.1 122.6 (12.6%) 
Current ratio tien 0 Te PE OL NSPE eesti ee eee ee 1.69 1.78 n/a 


note: Working capital is calculated by subtracting current liabilities from current assets. Current ratio is calculated by 
dividing current assets by current liabilities. : 


Our cash flows from operating, investing, and financing activities, as reflected in the Consolidated 
Statement of Cash Flows, are summarized in the following table: 


$ Change $ Change 
2006 vs. 2005 vs. 
2006 2005 2004 2005 2004 


(In millions of Canadian dollars) 


Cash flows from operating activities 93.4 57.3 77.4 36.1 (20.1) 
Cash flows used in investing 

QORLVIFIES Suey cat bee cena) eee (15.6) (114.6) (10.2) 99.0 (104.4) 
Cash flows from (used in) 

financine activities’ .....%... 78 (77.4) 47.9 (36.0) (125.3) 83.9 


Our liquidity needs can be met through a variety of sources, including cash generated from operations, 
long- and short-term borrowings from our $160 million credit facility, and the issuance of common shares. 
Our primary use of funds is for operational expenses, acquisitions, and sustaining capital spending on 
property and equipment. We continue to generate cash flows from operations to assist our acquisition 
growth. In addition, we continue to manage according to the established management guideline of 
maintaining a debt to equity ratio of less than 0.5 tol. 


Working Capital 


Our working capital at the end of 2006 was $107.1 million, compared to $122.6 million in 2005. Current 
assets decreased by $17.6 million, and current liabilities decreased by $2.1 million. The decrease in current 
assets was partly due to a decrease in restricted cash. A portion of the cash acquired as part of the Keith 
acquisition (US$26.1 million) was subject to restrictions outlined in the merger agreement to allow the 
transaction to qualify as a reorganization under US tax regulations. This cash could not be used, directly or 
indirectly, to pay debt incurred with respect to financing the acquisition of Keith. Generally, the restricted 
cash was to be used to finance future acquisitions as well as future capital expenditures. During 2006, the 
restricted cash decreased by $19.8 million to an outstanding balance of $1.5 million (US$1.3 million) at 
December 31, 2006. The $19.8 million was used to fund acquisitions completed in 2006, repay debt 
acquired in 2006, and pay promissory notes for acquisitions completed in prior years. 
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Cash Flows From Operating Activities 


Our cash flows from operating activities were up by $36.1 million in 2006 from 2005 and down by $20.1 
million from 2004 to 2005. Cash flows for 2006 were positively affected by a net increase of $46.7 million 
in cash receipts from clients less cash paid to suppliers and employees. This increase was mainly due to 
additional revenue generated by the acquisitions completed in the second half of 2005 and in the first three 
quarters of 2006. As we successfully integrated the acquisitions made in the second half of 2005, there was 
a reduction in our combined investment in costs and estimated earnings in excess of billings (work in 
progress) and in accounts receivable from 101 days of revenue at the end of 2005 to 92 days of revenue at 
the end of 2006. 


Offsetting the above increase in operating cash flows in 2006 was a $9.2 million increase in net income 
taxes paid in 2006 and a $1.4 million increase in interest paid. Our income tax payments increased in 2006 
to cover the higher income tax liability outstanding at the end of 2005 as well as the increased income tax 
installments required for 2006. 


The decrease in operating cash flows in 2005 was reflective of a significant increase in operating cash 
flows in 2004. The implementation of our enterprise management system in the fourth quarter of 2003 
contributed to the significant reduction in cash flows from operations for 2003 since our investment in 
costs and estimated earnings in excess of billings and in accounts receivable climbed to 119 days of 
revenue. The subsequent reduction to 101 days as at December 31, 2004, led to the spike in operating cash 
flows in 2004. 


Cash Flows Used In Investing Activities 


Cash flows used in investing activities decreased by $99.0 million from 2005 to 2006 and increased by 
$104.4 million from 2004 to 2005. In 2006 we used $12.2 million to finance acquisitions completed during 
the year versus $100.4 million used in 2005 and $18.8 million used in 2004. The use of cash and cash 
equivalents for acquisitions in 2006 was offset by a drawdown of restricted cash that we acquired in 
connection with the Keith acquisition. 


Offsetting the reduction of cash used in investing in 2006 compared to 2005 was a $1.9 million increase in 
purchases of property and equipment. One factor that contributed to this increase was a $2.9 million 
expenditure on improvements to our offices in Vancouver, British Columbia, and Edmonton, Alberta, 
during the year. Our 2005 investment activities increased compared to 2004 due to the use of $1.7 million 
for the expansion and improvement of our office in Winnipeg, Manitoba. In 2004 we recorded a cash 
inflow from the sale of our Edmonton office building as well as our interest in Goodfellow 

EFSOP™ technology. 


As a professional services organization, we are not capital intensive. Our capital expenditures have 
historically been made primarily for property and equipment including such items as leasehold 
improvements, computer equipment and business information systems software, furniture, and other office 
and field equipment. Our cash outflows for property and equipment were $18.9 million, $17.0 million, and 
$17.5 million in each of 2006, 2005, and 2004, respectively. Approximately 42.0% of these cash flows in 
2006 related to buildings and leasehold improvements and computer equipment and business information 
systems software. Our capital expenditures during 2006 were financed by cash flows from operations. 

We expect our total capital expenditures in 2007 to be in the range of $27 to $30 million. 
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Cash Flows Used In Financing Activities 


Cash flows used in financing activities increased by $125.3 million from 2005 to 2006 and decreased by 
$83.9 million from 2004 to 2005. In 2006 we generated sufficient cash from our operations to reduce the 
amount outstanding on our credit facility by $85.6 million and repay $1.8 million of our acquired debt. At 
December 31, 2006, we had $149.9 million of our $160 million credit facility available for future use. As 
well, we used $1.0 million to repurchase shares under our Normal Course Issuer Bid in 2006. The above 
use of cash was offset by $1.9 million generated from options exercised during the year. 


In 2005 we had cash flows from financing since we accessed $95.9 million of our new credit facility for 
acquisition purposes, in particular, the Keith acquisition. During 2005, we replaced our credit facility by 
repaying $24.0 million outstanding on long-term debt and entering into a $160 million revolving credit 
facility that expires on August 31, 2009. This facility is available for acquisitions, working capital needs, 
capital expenditures, and general corporate purposes. Depending on the form under which the credit facility 
is accessed and certain financial covenant calculations, rates of interest will vary between Canadian prime, — 
US base rate, or LIBOR rate or bankers acceptances rates plus 65 or 85 basis points. The average interest 
rate on the amounts outstanding at December 31, 2006, was 6.0%. The new credit facility contains 
financial tests and other covenants with which we must comply at each quarter-end. In particular, we must 
satisfy the following specified ratios: 1) the senior debt to EBITDA ratio must not exceed 2.5 to 1 at any 
time and 2) the EBITDAR to debt service ratio must not be less than 1.25 to 1 at any time. EBITDA, 
EBITDAR, and EBITDAR to debt service ratio are defined in the Definition of Non-GAAP Measures in 
the Critical Accounting Estimates, Developments, and Measures section of this analysis. We were in 
compliance with these covenants as at and throughout the year ended December 31, 2006. During 2005, we 
also used $2.0 million for share issue costs related to the shares issued in conjunction with the acquisition 
of Keith. Options exercised for cash in 2005 generated cash of $1.0 million. 


Shareholders’ Equity 


Our shareholders’ equity increased by $62.8 million in 2006 and by $159.0 million in 2005. The following 
table summarizes the reasons for these increases: 


2006 2005 
(In millions of Canadian dollars) 


Beginning shareholders’ equity .......................0... 348.1 189.1 
Net COME TONE VeAES 3 fav et. a steals abet a eke iat sae nn 60.2 40.6 
Change in cumulative translation account .................... 0.7 (6.6) 
Share options exercised 106. Cash's sm ptr Mec ere ee j Nee 1.0 
Recognition of fair value of share-based compensation ......... 1.0 13 
Shares repurchased under Normal Course Issuer Bid ........... (1.0) (0.2) 
Shares issued on the Keithacquisition i119 34 dens au a, wees - 123.4 
Restricted shares issued on the Keith acquisition .............. — Due 
Share issue Costs. Ge) Fe .GNeak! Tae, Ri en, PEP: Rah one — (1.5) 
Deferred stock compensation arising on the Keith acquisition .... ~ (1.2) 
Potal Changes. Anovuneis cue ot eth rr Rat ee cube stata hha eae 62.8 159.0 
Ending shareholders’ equity ..............0.. 2000062 ceene 410.9 348.1 


The change arising on the translation of our US-based subsidiaries in 2006 was only $0.7 million due to 
the Canadian dollar remaining at US$0.86 at the end and beginning of the year in relation to the US dollar. 
The $6.6 million change in 2005 was due to the continued strengthening of the Canadian dollar—from 
US$0.83 to US$0.86—in relation to the US dollar during the year. 
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In 2006, under our Company’s share option plan and as part of our incentive program, our Board of 
Directors granted 471,000 stock options to various officers and employees of the Company. These options 
vest equally over a three-year period and have a contractual life of seven years from the grant date. 


Our Normal Course Issuer Bid on the TSX was renewed in 2006 and allows us to repurchase up to 
2,258,754 shares. We continue to believe that, from time to time, the market price of our common shares 
does not fully reflect the value of our business or future business prospects and that, at such times, 
outstanding common shares are an attractive, appropriate, and desirable use of available Company funds. 
In 2006 we purchased 51,600 common shares at an average price of $19.69 per share for an aggregate 
price of $1.0 million. In 2005-we purchased 13,600 common shares at an average price of $14.34 per share 
for an aggregate price of $195,000. 


Other 
Outstanding Share Data 


As at December 31, 2006, there were 45,201,785 common shares and 1,702,784 share options outstanding. 
During the period of December 31, 2006, to February 21, 2007, no shares were repurchased under our 
Normal Course Issuer Bid; 298,066 share options were exercised; 5,664 share options were canceled; and 
15,561 common shares were issued upon the vesting of restricted shares issued on the Keith acquisition. 
As at February 21, 2007, there were 45,515,412 common shares and 1,399,054 share options outstanding. 


Contractual Obligations 


As part of our continuing operations, we enter into long-term contractual arrangements from time to time. 
The following table summarizes the contractual obligations due on our long-term debt, other liabilities, and 
operating lease commitments as of December 31, 2006: 


Payments Due by Period 


Less than 4-5 After 5 

Contractual Obligations Total 1 year 1-3 years years years 
(In millions of Canadian dollars) 

ON S-1er ey CDi iets ated Cerca: 16.2 4.2 11.9 - 0.1 
Intefeseonrdent avec eee Loa 0.8 0.9 = - 
Other liabilities... fuse tan ee 36.8 a2 133 8.2 10.1 
Operating lease commitments ...... ATO 35.8 ayes) 43,0 74.7 
Total contractual obligations ....... 265.7 46.0 83.6 By bev 84.9 


For further information regarding the nature and repayment terms of our long-term debt, refer to the Cash 
Flows Used In Financing Activities section. Our operating lease commitments include obligations under 
office space rental agreements, and our other liabilities primarily include leasehold inducement benefits 
and provision for self-insurance. 


Off-Balance Sheet Arrangements 


As of December 31, 2006, we had off-balance sheet financial arrangements relating to letters of credit in 
the amount of $1.9 million that expire at various dates before January 2008. These letters of credit were 
issued in the normal course of operations, including the guarantee of certain office rental obligations. 
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In the normal course of business, we also provide indemnifications and, in very limited circumstances, 
bonds, which are often standard contractual terms, to counterparties in transactions such as purchase and 
sale contracts for assets or shares, service agreements, and leasing transactions. In addition, we indemnify 
our directors and officers against any and all claims or losses reasonably incurred in the performance of 
their service to the Company to the extent permitted by law. These indemnifications may require us to 
compensate the counterparty for costs incurred as a result of various events. The terms of these 
indemnification agreements will vary based upon the contract, the nature of which prevents us from 
making a reasonable estimate of the maximum potential amount that could be required to pay 
counterparties. Historically, we have not made any significant payments under such indemnifications, and 
no amounts have been accrued in our consolidated financial statements with respect to these guarantees. 


Market Risk 


We are exposed to various market factors that can affect our performance primarily with respect to 
currency and interest rates. 


Currency. Because a significant portion of our revenue and expenses is generated or incurred in US 
dollars, we face the challenge of dealing with fluctuations in exchange rates. To the extent that US-dollar 
revenues are greater than US-dollar expenses in a strengthening US-dollar environment, we expect to see a 
positive impact on our income from operations. Conversely, to the extent that US-dollar revenues are 
greater than US-dollar expenses in a weakening US-dollar environment, we expect to see a negative 
impact. This exchange rate risk primarily reflects, on an annual basis, the impact of fluctuating exchange 
rates on the net difference between total US-dollar professional revenue and US-dollar expenses. Other 
exchange rate risk arises from the revenue and expenses generated or incurred by subsidiaries located 
outside Canada and the United States. Our income from operations will be impacted by exchange rate 
fluctuations used in translating these revenue and expenses. In addition, the impact of exchange rates on : 
the balance sheet accounts of subsidiaries located outside Canada and the United States will affect our 
operating results. We also continue to be exposed to exchange rate risk for the US-dollar and other foreign 
currency-denominated balance sheet items carried by our Canadian, US, and international operations. 


Interest Rate. Changes in interest rates also present a risk to our performance. Our credit facility carries a 
floating rate of interest. We estimate that, based on our balance at December 31, 2006, a 1% change in 
interest rates would impact our earnings per share by less than $0.01. 


Related Party Transactions 


We have not entered into any related party transactions as defined in Section 3840 of the Canadian Institute 
of Chartered Accountants (CICA) Handbook. 
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OUTLOOK 


The following table summarizes our expectations for the coming year: 


Measure Expected Range 
Debisorequityrauorwote ly ri. ee ae ee ee At or below 0.5 to 1 
Remrnromequityyjnore 27 ht Ser ee Os OG At or above 14% 
INetIncOMmerassoLOnNereVCnUCE A mrt gare na aa At or above 6% 
Gross Margin as.G,0f NELTEVENUE 9. ks ev wa inne » Between 55 and 57% 
Administrative and marketing expenses 

as YGrOh Met TeVenllen te: ets Rune aw cree be EN Between 40 and 42% 
Bitectiveqcomemtaxarates mir eatin terete Between 32 and 34% 


note 1: Debt to equity ratio is calculated as the sum of (1) long-term debt, including current portion, plus bank 
indebtedness, less cash divided by (2) shareholders’ equity. 
note 2: Return on equity is calculated as net income for the year divided by average shareholders’ equity over each 


of the last four quarters. 


These targets are generally an improvement over our 2006 targets and are in the same range as our actual 
performance for 2006. Fluctuations in actual performance occur due to the particular client and project 
mix achieved. Some targets, such as debt to equity ratio, could be impacted and potentially exceeded by 
completing an opportune larger acquisition that increases our debt level above our target for a period 

of time. 


The infrastructure and facilities market in North America, our principal area of operation, is large and is 
estimated to generate over US$60 billion in revenue for our addressable market. The North American 
market is also diverse, consisting of many technical disciplines, practice areas, client types, and industries 
in both the private and public sectors. Overall, we expect the outlook for professional services in our key 
markets and practice areas to remain positive, with continuing robust private and public sector spending on 
the development of new and the rehabilitation of existing infrastructure. We base this expectation on a 
variety of factors as described below. 


Canada 


The outlook for Canada, particularly western Canada, remains strong for 2007. According to the 
Conference Board of Canada, the Canadian gross domestic product (GDP) is expected to grow by 2.7% 
in 2007 and by 3.3% in 2008. We believe that GDP growth is a good indicator for the measurement of 
spending growth in the infrastructure and facilities industry. The following factors are evidence of a 
positive Canadian outlook in 2007 in areas that directly impact infrastructure spending: 


+ High energy prices are spurring investment in the oil and gas construction segment in Canada. Much 
of this investment is in Alberta’s oil sands, where spending is estimated to exceed $64 billion 
between 2006 and 2010. 


* The federal and various provincial governments recently approved additional funding for the health 
care and education sectors. For example, the Canadian government recently increased health care 
support by 6% annually up to 2013-14 to be focused on expanding “centers of excellence” as well as 

"existing health facilities. In addition, the Ontario government’s Renew Ontario Plan will contribute 
$10 billion to educational facilities and $5 billion to health care facilities from 2005 to 2010. 
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* Governments and the public are becoming increasingly aware of environmental issues and 
sustainable design and development. This awareness includes, for instance, an increased interest in 
the development of buildings and facilities that require less energy for operation and have a reduced 
ecological impact, as well as improvements to water, water distribution, and water treatment 
infrastructure. We believe that we are well positioned to capture opportunities in these areas, since 
we have taken a leading position in delivering sustainable design services. 


The construction of ethanol and other biomass production facilities is expected to increase 
throughout Canada as a result of a federal government initiative to achieve a 55% renewable fuels 
standard in all gasoline and diesel sold in Canada by 2010. The provinces of Saskatchewan, 
Manitoba, and Ontario have already announced certain ethanol content standards for gasoline sold in 
the immediate future. 


Expenditures on electricity are expected to increase nationally by 1.6% in 2007 as investments 
continue to be made in wind projects and the development and maintenance of hydroelectric 
projects. For instance, the Manitoba government has committed to a mandate of using 50% 
renewable energy by 2015 and to being 80% fossil free by 2025, a development that is expected 
to generate $2 billion in investments within the next two years. 


Housing starts are expected to decrease in 2007; however, they are forecasted to remain above the 
200,000-unit level for the sixth consecutive year, which is higher than historical levels and 
contributes to our positive outlook for 2007. Due to our strong market position in the regions we 
service, we expect our positive performance in the urban land market to continue into 2007. 


Canada’s 2006 budget commits $2.4 billion over the next five years to a new Highways and Border 
Infrastructure Fund. The Government of Canada will also provide $1.3 billion in support of public 
transit capital investments—$400 million to accelerate investment in public transit infrastructure and 
a one-time payment of $900 million to provinces and territories through the Public Transit Capital 
Trust, which will support capital investment in public transit infrastructure, including rapid and 
intelligent transportation systems. 


United States 


The outlook for the United States also remains positive for 2007, despite the slowdown in growth due to 
the declining housing market. Standard & Poor’s anticipates that the US economy will grow by 2.3% in 
2007. This continued growth is expected due to strong growth in both exports and investment spending. 
The following factors support our positive outlook for 2007: 


¢ The manufacturing industry is expected to grow in 2007; however, this growth may not match the 
growth seen in 2006. Although industrial output does appear to be slowing, there are still companies 
that need to expand their warehousing and manufacturing facilities. 


* As in Canada, higher energy prices are fueling a need to improve infrastructure in the oil and gas 
sector. As well, it is anticipated that the effects of the 2005 Energy Act will continue to drive projects 


and provide potential opportunities in this sector in 2007. 


* The implementation of the six-year, US$286.4 billion SAFETEA-LU, which was passed into law on 
August 10, 2005, has increased the funds available for transportation projects. 
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¢ The housing market is forecasted to continue to decline in the first half of 2007; however, this 
decline is expected to be moderate, and the market may begin showing positive growth in the latter 
part of the year. Due to our strong market position in the regions we service and the potential for a 
moderation of the current decline in housing starts, we expect our urban land performance in 2006 
to continue into 2007. 


Supported by this overall market outlook for our practice areas, we plan to continue to grow our operations 
through a combination of internal organic growth and acquisitions. We continue to target to achieve a 
long-term average annual compound growth rate of 15 to 20% for gross revenue—a target we have 
realized since our initial public offering in 1994. Continued growth allows us to enhance the depth of our 
expertise, broaden our service offerings, provide expanded opportunities for our employees, and lever our 
information technology and other “back office” systems. Our ability to grow at this rate depends on the 
availability of acquisition opportunities. To date, the availability of acquisition candidates has not been an 
issue, and we do not expect it to become one since our industry is made up of many small to midsize firms 
and there is a consolidation trend occurring as smaller firms desire to join larger, more stable organizations. 
Since it is important to find an appropriate cultural fit and complementary services, the process of courting 
an acquisition can extend over months or even years. Consequently, at any one time we are engaged in 
discussions with as many as 30 or more firms. 


We expect to support our targeted level of growth using a combination of cash flows from operations and 
additional financing. 


CRITICAL ACCOUNTING ESTIMATES, DEVELOPMENTS, AND MEASURES 


Critical Accounting Estimates 


Our consolidated financial statements are prepared in accordance with Canadian GAAP, which require us 
to make various estimates and assumptions. The notes to our December 31, 2006, consolidated financial 
statements outline our significant accounting estimates. The accounting estimates discussed below are 
considered particularly important since they require the most difficult, subjective, and complex 
management judgments. However, because of the uncertainties inherent in making assumptions and 
estimates regarding unknown future outcomes, future events may result in significant differences between 
estimates and actual results. We believe that each of our assumptions and estimates is appropriate to the 
circumstances and represents the most likely future outcome. 


Unless otherwise specified in our discussion of specific critical accounting estimates, we expect no 
material changes in overall financial performance and financial statement line items to arise either from 
reasonably likely changes in material assumptions underlying an estimate or within a valid range of 
estimates from which the recorded estimate was selected. In addition, we are not aware of trends, 
commitments, events, or uncertainties that we reasonably expect to materially affect the methodology or 
assumptions associated with our critical accounting estimates, subject to items identified in the Caution 
Regarding Forward-Looking Statements and Risk Factors sections of this discussion and analysis. 


Revenue and Cost Recognition Estimates on Contracts. Revenue from fixed-fee and variable-fee-with- 


ceiling contracts is recognized using the percentage of completion method based on the ratio of contract 
costs incurred to total estimated contract costs. We believe that costs incurred are the best available 
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measure of progress toward completion of these contracts. Estimating total direct contract costs is 
subjective and requires the use of our best judgments based upon the information we have available at that 
point in time. Our estimate of total direct contract costs has a direct impact on the revenue we recognize. 
If our current estimates of total direct contract costs turn out to be higher or lower than our previous 
estimates, we will have over or underrecognized revenue for the previous period. We also provide for 
estimated losses on incomplete contracts in the period in which such losses are determined. Changes in our 
estimates are reflected in the period in which they are made and would affect our revenue and costs and 
estimated earnings in excess of billings. 


Goodwill. Goodwill is assessed for impairment at least annually. This assessment includes a comparison of 
the carrying value of the reporting unit to the estimated fair value to ensure that the fair value is greater 
than the carrying value. We arrive at the estimated fair value of a reporting unit using valuation methods 
such as discounted cash flow analysis. These valuation methods employ a variety of assumptions, including 
revenue growth rates, expected operating income, discount rates, and earnings multiples. Estimating the 
fair value of a reporting unit is a subjective process and requires the use of our best judgments. If our 
estimates or assumptions change from those used in our current valuation, we may be required to recognize 
an impairment loss in future periods, which would decrease our goodwill assets and increase our reported 
expenses. 


Provision for Doubtful Accounts. We use estimates in determining our allowance for doubtful accounts 
related to trade receivables. These estimates are based on our best assessment of the collectibility of the 
related receivable balance based, in part, on the age of the specific receivable balance. A provision is 
established when the likelihood of collecting the account has significantly diminished. Future collections of 
receivables that differ from our current estimates would affect the results of our operations in future 

periods as well as our accounts receivable and general and administrative expenses. 


Self-Insured Liabilities. We self-insure certain risks, including professional liability and automobile 
liability. The accrual for self-insured liabilities includes estimates of the costs of reported claims and is 
based on estimates of loss using our assumptions, including consideration of actuarial projections. These 
estimates of loss are derived from loss history that is then subjected to actuarial techniques in the 
determination of the proposed liability. Estimates of loss may vary from those used in the actuarial 
projections and may result in a larger loss than estimated. Any increase in loss would be recognized in the 
period in which the loss is determined and would increase the self-insured liability and reported expenses. 


Income Taxes. Our income tax assets and liabilities are based on interpretations of income tax legislation 
across various jurisdictions in Canada and the United States. Our effective tax rate can change from year to 
year based on the mix of income among different jurisdictions, changes in tax laws in these jurisdictions, 
and changes in the estimated value of future tax assets and liabilities. Our income tax expense reflects an 
estimate of the cash taxes we expect to pay for the current year, as well as a provision for changes arising 
in the values of future tax assets and liabilities during the year. The tax value of these assets and liabilities 
is impacted by factors such as accounting estimates inherent in these balances, our expectations about 
future operating results, and possible audits of our tax filings by regulatory authorities. We assess the 
likelihood of recovering value from future tax assets such as loss carryforwards on a regular basis, as well 
as the future tax depreciation of capital assets, and may establish a valuation provision. If our estimates or 
assumptions change from those used in our current valuation, we may be required to recognize an 
adjustment in future periods that would increase or decrease our future income tax asset or liability and 
increase or decrease our income tax expense. 
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Long-Lived Assets and Intangibles. We regularly review long-lived assets and intangible assets with 
finite lives when events or changes in circumstances indicate that the carrying amount of such assets may 
not be fully recoverable. The determination of recoverability is based on an estimate of undiscounted future 
cash flows, and the measurement of an impairment loss is based on the fair value of the asset. To determine 
recoverability, we compare the estimated undiscounted future cash flows projected to be generated by these 
assets to their respective carrying value. In performing this analysis, we make estimates or assumptions 
about factors such as current and future contracts with clients, margins, market conditions, and the useful 
life of an asset. If our estimates or assumptions change from those used in our current analysis, we may be 
required to recognize an impairment loss in future periods that would decrease our long-lived and 
intangible assets and increase our reported expenses. 


Liabilities for Lease Exit Activities. We accrue charges when closing offices in existing operations or 
finalizing plans to downsize offices in locations assumed from an acquiree upon a business acquisition. 
Included in these liabilities is the present value of the remaining lease payments reduced by estimated 
sublease rentals that can reasonably be obtained. These provisions are based on our estimates and reflect 
plans in place at the time the liability is recorded. If actual sublease payments and rental circumstances 
change from our original estimate, the liability will change, and we will be required to increase or decrease 
it and adjust goodwill or reported expenses depending on whether the adjustment relates to a liability 
established pursuant to an acquisition. 


Business Combinations—Purchase Price Allocation. In a business combination, we may acquire the 
assets and assume certain liabilities of an acquired entity. The allocation of the purchase price for these 
transactions involves judgment in determining the fair values assigned to the tangible and intangible assets 
acquired and the liabilities assumed on the acquisition. The determination of these fair values involves a 
variety of assumptions, revenue growth rates, expected operating income, discount rates, and earning 
multiples. If our estimates or assumptions change prior to finalizing the purchase price allocation for a 
transaction, a revision to the purchase price allocation or the carrying value of the related assets and 
liabilities acquired may impact our net income in future periods. We are currently in the process of finalizing 
the purchase price allocation for the Dufresne-Henry, Inc. and ACEx Technologies, Inc. acquisitions. 


Accounting Developments 
Canadian 


Variable Interest Entities. Effective January 1, 2005, we adopted the recommendations of Accounting 
Guideline 15 (AcG-15), “Consolidation of Variable Interest Entities” (VIEs). VIEs are those entities that 
are subject to control on a basis other than ownership of voting interests. AcG-15 provides guidance for 
identifying variable interest entities as well as criteria for determining consolidation. Our consolidated 
financial statements include the accounts of our Company, its subsidiary companies, and all VIEs. The 
Company is the primary beneficiary for all VIEs. Our initial adoption of this accounting guideline on a 
prospective basis did not have an impact on our consolidated financial statements. 
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Financial Instruments, Equity, and Comprehensive Income. In January 2005, the CICA issued the new 
handbook Section 3855, “Financial Instruments—Recognition and Measurement”; Section 1530, 
“Comprehensive Income”; and Section 3251, “Equity,” effective for annual and interim periods beginning 
on or after October 1, 2006. These pronouncements further aligned Canadian GAAP with US GAAP and 
will require the following: 


¢ Financial assets will be classified as either loans or receivables, held to maturity, held for trading, or 
available for sale. Held-to-maturity classification will be restricted to fixed maturity instruments that 
we intend and are able to hold to maturity and will be accounted for at amortized cost. Held-for- 
trading instruments will be recorded at fair value, with realized and unrealized gains and losses 
reported in net income. The remaining financial assets will be classified as available for sale. These 
assets will be recorded at fair value, with unrealized gains and losses reported in a new category of 
the consolidated balance sheets under shareholders’ equity called “Other Comprehensive Income” 
until the financial asset is disposed, at which time the realized gains or losses will be recognized in 
net income. Upon the initial adoption of these recommendations in fiscal 2007, our investments held 
for self-insured liabilities will be reflected as investments available for sale. 


Financial liabilities will be classified as either held for trading or other. Held-for-trading instruments 
will be recorded at fair value, with realized and unrealized gains and losses reported in net income. 
Other instruments will be accounted for at amortized cost, with realized gains and losses reported 
in net income. 


* Derivatives will be classified as held for trading unless designated as hedging instruments. 
All derivatives will be recorded at fair value on the consolidated balance sheets. 


Upon our initial adoption of these recommendations in fiscal 2007, accumulated other comprehensive 
income will be included on our consolidated balance sheets as a separate component of shareholders’ 
equity. Accumulated other comprehensive income will include, on a net of tax basis, net unrealized gains 
and losses on available-for-sale financial assets and unrealized foreign currency translation gains and losses 
on self-sustaining foreign operations, which is currently reflected in our cumulative translation account. 


The impact of recording our investment held for self-insured liabilities at fair value on January 1, 2007, 
will be to increase other assets by approximately $493,000 and increase opening accumulated other 
comprehensive income by approximately $481,000 (after-tax). Accumulated other comprehensive income 
will also increase by the $24.8 million balance currently reported in our cumulative translation account. 
Prior periods will not be restated. 


Accounting Changes. In July 2006, the CICA issued the new handbook Section 1506, “Accounting 
Changes,” effective for annual and interim periods beginning on or after January 1, 2007. This section 
establishes criteria for changing accounting policies, together with the accounting treatment and disclosure 
of changes in accounting policies, changes in accounting estimates, and the correction of errors. It includes 
the disclosure, on an interim and annual basis, of a description and the impact on our financial results of 
any new primary source of GAAP that has been issued but is not yet effective. This new section is not 
expected to have a material effect on our financial position or on the results of our operations. 
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Financial Instruments—Disclosure and Presentation. In November 2006, the CICA issued the 

new handbook Section 3862, “Financial Instruments—Disclosures,” and Section 3863, “Financial 
Instruments—Presentation,” effective for annual and interim periods beginning on or after October 1, 2007. 
These pronouncements further aligned Canadian GAAP with US GAAP. Early adoption of these 
recommendations is permitted. Section 3862 requires companies to provide disclosures in their financial 
statements that enable users to evaluate a) the significance of financial instruments for the company’s 
financial position and performance and b) the nature and extent of risks arising from financial instruments 
to which the company is exposed during the period and at the balance sheet date and how the company 
manages those risks. Section 3863 establishes standards for the presentation of financial instruments. It 
addresses the classification of financial instruments between liabilities and equity; the classification of 
related interest, dividends, and losses and gains; and the circumstances in which financial assets and 
financial liabilities are offset. These new standards are not expected to have a material effect on our 
financial position or on the results of our operations. 


Capital Disclosures. In November 2006, the CICA released the new handbook Section 1535, “Capital,” 
effective for annual and interim periods beginning on or after October 1, 2007. This section establishes 
standards for disclosing information about a company’s capital and how it is managed in order that a user 
of the company’s financial statements may evaluate its objectives, policies, and processes for managing 
capital. This new standard is not expected to have a material effect on the results of our operations. 


International Financial Reporting Standards. The CICA plans to converge Canadian GAAP for public 
companies with International Financial Reporting Standards over a transition period that is expected to end 
in 2011. The impact of this transition on our consolidated financial statements has not yet been determined. 


United States 


Stock-Based Compensation. In December 2004, the Financial Accounting Standards Board (FASB) issued 
Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based Payment” (SFAS 
123R), effective for the first interim or annual financial statements beginning on or after June 15, 2005. 
SFAS 123R requires all share-based payments to employees, including grants of employee stock options, to 
be recognized in financial statements based on their fair values. We recognize share-based payments at fair 
value for options granted subsequent to January 1, 2002, using the Black-Scholes option-pricing model. 

We adopted SFAS 123R using the modified-prospective transition method. The adoption of this standard 
did not have an impact on our consolidated financial statements. 


Uncertainty in Income Taxes. In June 2006, the FASB issued Interpretation No. 48, “Accounting for 
Uncertainty in Income Taxes—an interpretation of FAS Statement No. 109” (FIN 48), effective for fiscal 
years beginning on or after December 15, 2006. FIN 48 creates a single model for addressing the 
accounting for uncertainty in tax positions. It also clarifies the accounting for income taxes by prescribing 
the minimum recognition threshold a tax position is required to meet before being recognized in financial 
statements. In addition, this interpretation provides guidance on derecognition, measurement, classification, 
interest and penalties, accounting in interim periods, disclosure, and transition. We will adopt FIN 48 as of 
January 1, 2007, as required. The adoption of this pronouncement is not expected to have a material effect 
on our financial position or on the results of our operations. 
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Fair Value Measurements. In September 2006, the FASB issued Statement of Financial Accounting 
Standards No. 157, “Fair Value Measurements” (SFAS 157), effective for fiscal years beginning after 
November 15, 2007. SFAS 157 establishes a framework for measuring fair value under US GAAP and 
requires additional disclosure. The statement defines a fair value hierarchy, with the highest priority being 
quoted prices in active markets. Under this statement, fair value measurements are disclosed by level 
within the hierarchy. This standard does not require any new fair value measurements. We are currently 
considering the impact of the adoption of this interpretation on our consolidated financial statements. 


Materiality 


We determine whether or not information is “material” based on whether we believe that a reasonable 
investor’s decision to buy, sell, or hold securities in our Company would likely be influenced or changed 
if the information were omitted or misstated. 


Definition of Non-GAAP Measures 


This Management’s Discussion and Analysis includes references to and uses terms that are not specifically 
defined in the CICA Handbook and do not have any standardized meaning prescribed by Canadian GAAP. 
These non-GAAP measures may not be comparable to similar measures presented by other companies. We 
believe that these are useful measures for providing investors with additional information to assist them in 
understanding components of our financial results. 


Gross Revenue and Net Revenue. Our Company provides knowledge-based solutions for infrastructure 
and facilities projects through value-added professional services principally under fee-for-service 
agreements with clients. In the course of providing services, we incur certain direct costs for 
subconsultants, equipment, and other expenditures that are recoverable directly from our clients. ° 

The revenue associated with these direct costs is included in our gross revenue. Since such direct costs 
and their associated revenue can vary significantly from contract to contract, changes in our gross revenue 
may not be indicative of our revenue trends. Accordingly, we also report net revenue, which is gross 
revenue less subconsultant and other direct expenses, and analyze our results in relation to net revenue 
rather than gross revenue. 


Gross Margin. We monitor our gross margin percentage levels to ensure that they are within an 
established acceptable range for the profitability of our operations and Company. Gross margin is 
calculated as the difference of net revenue minus direct payroll costs. Direct payroll costs include the cost 
of salaries and related fringe benefits for labor hours that are directly associated with the completion of 
projects. Labor costs and related fringe benefits for labor hours that are not directly associated with the 
completion of projects are included in administrative and marketing expenses. 


Debt to Equity Ratio. As part of our overall assessment of our financial condition, we monitor our debt to 
equity ratio to ensure that it is maintained within our established range. Debt to equity ratio is calculated as 
long-term debt plus the current portion of long-term debt plus bank indebtedness less cash, all divided by 
shareholders’ equity. 


Return on Equity Ratio. As part of our overall assessment of value added for shareholders, we monitor 


our return on equity ratio. Return on equity is calculated as net income for the year divided by the average 
shareholders’ equity over each of the last four quarters. 
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Working Capital. We use working capital as a measure for assessing the overall liquidity of our Company. 
Working capital is calculated by subtracting current liabilities from current assets. 


Current Ratio. We also use current ratio as a measure for assessing the overall liquidity of our Company. 
Current ratio is calculated by dividing current assets by current liabilities. 


EBITDA. EBITDA represents earnings before interest expense, income taxes, depreciation, and 
amortization. This measure is referenced in our credit facility as part of our debt covenants. It is defined in 
the credit facility for any period as net income for such period plus all amounts deducted in the calculation 
thereof on account of interest expense, income taxes, depreciation, amortization, or any minority interest. 
EBITDAR. This measure is referenced in our credit facility as part of our debt covenants. It is defined in 
the credit facility as an amount equal to EBITDA plus building rental obligations net of common area 
costs, taxes, charges, and levies. 

EBITDAR to Debt Service Ratio. This ratio is referenced in our credit facility agreement as part of our 
debt covenants. It is defined in the credit facility as EBITDAR divided by permanent principal and interest 


payments in respect of the debt plus building rental obligations net of common area costs, taxes, charges, 
and levies. 


RISK FACTORS 


The following factors, among others, could cause our actual results to differ materially from those 
projected in our forward-looking statements: 


¢ Global capital market activities 

¢ Fluctuations in interest rates or currency values 

* The effects i war or terrorist activities 

e The effects of disease or illness on local, national, or international economies 

* The effects of disruptions to public infrastructure such as transportation or communications 
¢ Disruptions in power or water supply 

¢ Industry or worldwide economic or political conditions 

* Regulatory or statutory developments 

* The effects of competition in the geographic or business areas in which we operate 

* The actions of management 


* Technological changes 
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Investors and the public should carefully consider these factors, other uncertainties, and potential events as 
well as the inherent uncertainty of forward-looking statements when relying on these statements to make 
decisions with respect to Stantec. Except as may be required by law, we do not undertake to update any 
forward-looking statement, whether written or verbal, that may be made from time to time by the 
organization or on its behalf. Additional operating, market, and growth and acquisition integration risks are 
outlined below. 


Operating Risks 


Like all professional services firms in the infrastructure and facilities industry, we are exposed to a number 
of risks in carrying out the day-to-day activities of our operations. These risks include the following. 


If we are unable to engage qualified subconsultants, we may lose projects, revenue, and clients. 


We often contract with outside companies to perform designated portions of the services we provide to our 
clients. In 2006 subconsultant costs accounted for approximately 8.6% (2005 — 9.6%) of our gross revenue. 
If we are unable to engage qualified subconsultants, our ability to perform under some of our contracts 
may be impeded and the quality of our service may decline. As a consequence, we may lose projects, 
revenue, and clients. 


We may have difficulty in attracting and retaining qualified staff, which may affect our reputation in the 
marketplace and restrict our ability to implement our business strategy. 


We derive our revenue almost exclusively from services performed by our employees. Consequently, one 
of the key drivers of our business is our ability to attract and retain qualified staff. However, we may not be 
able to attract and retain the desired number of qualified staff over the short or long term. There is 
significant competition for staff with the skills necessary for providing our services from major and 
boutique consulting, engineering, public agency, research, and other professional services firms. Our 
inability to attract and retain qualified staff could impede our ability to secure and complete engagements, 
in which event we may lose market share and our revenue and profits could decline. In addition, if our 
employees were to leave our Company and become competitors of ours, we could lose other employees 
and some of our existing clients who have formed relationships with such former employees. We could 
also lose future clients to a former employee as a new competitor. In either event, we could lose clients and 
revenue, and our profitability could decline. 


Adverse weather conditions and natural or other disasters may cause a delay or eliminate net revenue 
which otherwise would have been realized and thus adversely affect our profitability. 


Our field activities are generally performed outdoors and may include professional surveying, resident 
engineering services, field data surveys and collection, archeology, plant start-up and testing, and plant 
operations. Certain weather conditions and natural or other disasters, such as fires, floods, influenza 
pandemics, and similar events, may cause postponements in the initiation and/or completion of our field 
activities and may hinder the ability of our office employees to arrive at work, which may result in a delay 
or elimination of revenue that otherwise would have been recognized while certain costs continued to be 
incurred. Adverse weather conditions or disasters may also delay or eliminate our initiation and/or 
completion of the various phases of work relating to other engineering services that commence concurrent 
with or subsequent to our field activities. Any delay in the completion of our field, office, and/or other 
activities may require us to incur additional costs attributable to overtime work necessary to meet our 
client’s required schedule. Due to various factors, a delay in the commencement or completion of a project 
may also result in the cancellation of the contract. As a result, our net revenue and profitability may be 
adversely affected. 
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Our backlog is subject to unexpected adjustments and cancellations and is, therefore, an uncertain 
indicator of our future earnings. 


As of December 31, 2006, our backlog was approximately $685 million. However, the revenue projected 
in our backlog may not be realized or, if realized, may not result in profits. Projects may remain in our 
backlog for an extended period of time. In addition, project cancellations or scope adjustments may occur 
from time to time with respect to contracts reflected in our backlog. Backlog reductions can adversely 
affect the revenue and profit we actually receive from contracts reflected in our backlog. Future project 
cancellations and scope adjustments could further reduce the dollar amount of our backlog and the revenue 
and profits that we actually receive. Finally, poor project or contract performance could also impact 

our profits. 


We bear the risk of cost overruns in a significant number of our contracts. We may experience reduced 
profits or, in some cases, losses under these contracts if costs increase above our estimates. 


We conduct our business under various types of contractual arrangements, most of which are fee-for- 
service agreements. However, approximately 75% of the dollar value of our contracts in 2006 was based 
on a fixed-fee or time-and-materials contract with a ceiling on the maximum costs to the client. Under 
fixed-fee contracts, we perform services at a stipulated price. Under time-and-materials contracts with 
not-to-exceed provisions, we are reimbursed for the number of labor hours expended at an established 
hourly rate plus the cost of materials incurred subject, however, to a stated maximum dollar amount for 
the services to be provided. In both of these types of contracts, we agree to provide our services based on 
our estimate of the costs a particular project will involve. These estimates are established in part on cost 
and scheduling projections, which may prove to be inaccurate, or circumstances may arise such as 
unanticipated technical problems, weaknesses in project management, difficulties in obtaining permits 
or approvals, changes in local laws, or delays beyond our ability to control. The underestimation of costs 
for these types of contracts may cause us to incur losses or result in a project not being as profitable as 
we expect. In addition, projects that are not completed on schedule further reduce profitability because 
staff must continue to work on the project longer than anticipated, which may prevent them from 
pursuing and working on new projects. Projects that are over budget or not on schedule may also lead to 
client dissatisfaction. 


One of our primary competitive advantages is our reputation and experience. If our reputation is 
damaged due to client dissatisfaction, our ability to win additional business may be materially damaged. 


Although we serve many diverse clients and are not dependent on any one client or group of clients to 
sustain our business, our reputation for delivering effective and efficient solutions for complex projects is 
one of our most valuable business development assets. The loss of this reputation due to client 
dissatisfaction represents a significant risk to our ability to win additional business both from existing 
clients and from those with whom we may have dealings in the future. 


The nature of our business exposes us to potential liability claims and contract disputes, which may 
reduce our profits. 


Our operations are subject to the risk of third-party claims in the normal course of our business, some of 
which may be substantial. We have been and may in the future be named as a defendant in legal 
proceedings where parties may make a claim for damages or other remedies with respect to our projects or 
other matters. Any litigation resulting from our business operations could distract management’s attention 
from normal business operations, divert financial resources to the defense of such claims, or result in 
significant attorney fees and damage awards for which we may not be fully insured and which could harm 
our reputation. Any of these circumstances could adversely affect our profitability. 
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Our insurance may not cover all claims for which we may be liable, and expenses related to insurance 
coverage may adversely impact our profitability. 


Although we believe that we have made adequate arrangements for insuring against potential liability 
claims, these arrangements may be insufficient to cover any particular risk. When it is determined that we 
have liability, we may not be covered by insurance, or, if covered, the dollar amount of these liabilities may 
exceed our policy limits. Our professional liability coverage is on a “claims-made” basis, covering only 
claims actually made during the policy period currently in effect. In addition, even where insurance is 
maintained for such exposures, the policies have deductibles resulting in our assuming exposure for a layer 
of coverage with respect to any such claims. Any liability not covered by our insurance, in excess of our 
insurance limits, or covered by insurance but subject to a high deductible could result in a significant loss 
for us, which may reduce our profits and cash available for operations. Moreover, we may become subject 
to liability that cannot be insured against or against which we may choose not to insure because of high 
premium costs or for other reasons. Our expansion into new services or geographic areas could result in 
our failure to obtain coverage for these services or areas, or the coverage being offered may be at a higher 
cost than our current coverage. Due to the current insurance environment, we have experienced and may 
continue to experience an increase in our insurance premiums. We may not be able to pass these increases 
on to our clients in increased billing rates. 


We maintain insurance coverage for our operations, including policies covering general liability, 
automobile liability, environmental liability, workers’ compensation and employers’ liability, directors’ and 
officers’ liability, and professional liability. In September 2003, we established a regulated captive 
insurance company to insure and fund the payment of any professional liability self-insured retentions 
related to claims arising after August 1, 2003. We, or our clients, also obtain project-specific insurance for 
designated projects from time to time. We also invest resources in a Risk Management team that is 
dedicated to providing Company-wide support and guidance on risk avoidance practices and procedures. 
One of our practices is to carry out select client evaluations, including credit risk appraisals, before 
entering into contract agreements to reduce the risk of non-payment for our services. 


We may not be able to adequately protect our intellectual property, which could force us to take costly 
protective measures such as litigation. 


To establish and protect our intellectual property rights, we rely on a combination of trademark and trade 
secret laws, along with licenses, exclusivity agreements, and other contractual covenants. However, the 
measures we take to protect our intellectual property rights may prove inadequate to prevent the 
misappropriation of our intellectual property. Litigation may be necessary to enforce our intellectual 
property rights or to determine the validity and scope of the proprietary rights of others. Litigation of this 
type could result in substantial costs and the diversion of resources, may result in counterclaims or other 
claims against us, and could significantly harm the results of our operations. 


Inadequate internal controls or disclosure controls may result in events that could adversely affect 
our business. 


Inadequate internal controls or disclosure controls over financial reporting could result in material 
misstatement in our financial statements and related public disclosures. Such inadequate controls could also 
result in system downtime, backlogs, fraud, or the inability to continue our business operations. We have 

a dedicated in-house Compliance team that is responsible for ongoing control documentation and the 
evaluation of internal controls. 
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If fraud occurs and remains undetected, we may have a loss of assets or misstatement in our 
financial statements. 


Fraud may occur and remain undetected resulting in a loss of assets and/or misstatement in our financial 
statements and related public disclosures. We have implemented various business conduct policies 
addressing potential fraud risks, including our Code of Ethics, Conflict of Interest, and Whistleblower 
policies. Our Compliance team reviews fraud as part of its control evaluation program. 


If we experience delays and/or defaults in customer payments, we could suffer liquidity problems or be 
unable to recover our expenditures. 


Because of the nature of our contracts, at times we commit resources to projects prior to receiving 
payments from the customer in amounts sufficient to cover expenditures as they are incurred. Delays in 
customer payments may require us to make a working capital investment. If a customer defaults in making 
payments on a project to which we have devoted significant resources, it could have a material negative 
effect on our liquidity as well as the results of our operations. In addition, clients who withhold payment 
are more likely to bring claims against us and have a higher tendency toward dissatisfaction with the 
services we provide. 


Market Risks 


We are also exposed to various market factors that can affect our performance. These risks include 
the following. 


The professional consulting services industry is highly competitive, which could have a negative impact 
on our profit margins and market share. 


The markets we serve are highly competitive, and we have numerous competitors for the services we offer. 
The principal competitive factors include reputation, experience, breadth and quality of services, technical 
proficiency, local offices, competitive total project fees, and service delivery. The number and identity of 
competitors vary widely with the type of service we provide. For small- to medium-sized projects, we 
compete with many engineering, architecture, and other professional consulting firms. For larger projects, 
there are fewer but still many competitors, and many of these competitors have greater financial and other 
resources than we do. Although we compete with other large private and public companies in certain 
geographic locations, our primary competitors are smaller, privately held regional firms in the United 
States and Canada. Generally, competition places downward pressure on our contract prices and profit 
margins. However, such impact is difficult to quantify. Intense competition is expected to continue in these 
markets, presenting significant challenges to our ability to maintain strong growth rates and acceptable 
profit margins. If we are unable to meet these competitive challenges, we could lose market share to our 
competitors and experience an overall reduction in our profits. We may not be able to compete successfully 
with such competitors, and such competition could cause us to lose customers, increase expenditures, or 
reduce pricing, any of which could have a material adverse effect on our earnings and stock price. 


Economic downturns could have a negative impact on our business since our clients may curtail 
investment in infrastructure projects. 

Demand for the services we offer has been, and is expected to continue to be, subject to significant 
fluctuations due to a variety of factors beyond our control, including economic conditions. During 
economic downturns, the ability of both private and governmental entities to make expenditures may 
decline significantly, which would have a material adverse effect on our revenue and profitability. We 
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cannot be certain that economic or political conditions will generally be favorable or that there will not be 
significant fluctuations that adversely affect our industry as a whole or the key markets we target. 


A significant portion of our revenue is derived from clients in the real estate industry. Consequently, our 
business could suffer materially if there were a downturn in the real estate market. 


In 2006, 34.5% (2005 — 33.8%) of our gross revenue was derived from services related to residential and 
commercial real estate development projects. Consequently, reduced demand in the real estate market 
would likely have an adverse impact on our Urban Land group. The real estate market, and, therefore, our 
business, may be impacted by a number of factors, which may include the following: 


¢ Changes in employment levels and other general economic conditions 

* Changes in interest rates and in the availability, cost, and terms of financing 

* The impact of present or future environmental, zoning, or other laws and regulations 
* Changes in real estate tax rates and assessments and other operating expenses 

¢ Changes in levels of government infrastructure spending and fiscal policies 

* Natural or human-made disasters and other factors that are beyond our control 


A significant decrease in the demand for our real estate-related services could have a material adverse 
effect on our overall business, including the results of our operations and liquidity. 


We derive significant revenue from contracts with government agencies. Any disruption in government 
funding or in our relationship with those agencies could adversely affect our business. 


The demand for our services is related to the level of government funding that is allocated for rebuilding, 
improving, and expanding infrastructure systems. We derive a significant. amount of our revenue from 
government or government-funded projects and expect to continue to do so in the future. Between 30 and 
55% of our gross revenue during the years ended December 31, 2003, through December 31, 2006, was 
derived from government or government-funded projects. Significant changes in the level of government 
funding could have an unfavorable impact on our business, financial position, results of operations, and 
cash flows. 


We believe that the success and further development of our business depend, in part, on the continued 
funding of these government programs and on our ability to participate in these programs. However, 
governments may not have available resources to fund these programs or may not fund these programs 
even if they have available financial resources. Some of these government contracts are subject to renewal 
or extensions annually, so we cannot be assured of our continued work under these contracts in the future. 
In addition, government agencies can terminate these- contracts at their convenience. As a result, we may 
incur costs in connection with the termination of these contracts and suffer a loss of business. As well, 
contracts with government agencies are sometimes subject to substantial regulation and audit of the actual 
costs incurred. Consequently, there may be a downward adjustment to our revenue if accrued recoverable 
costs exceed actual recoverable costs. 
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Our share price has historically been subject to volatility. As a result, the price of our common 
shares may decrease in the future due to a number of Company- and industry-specific or general 
economic factors. 


Our share price has experienced volatility in the past and will likely be volatile in the future. 

For example, the high and low closing sales prices for our common shares on the TSX and New York 
Stock Exchange (NYSE) during the 52 weeks ended December 31, 2006, were $25.84 and $18.50, 
respectively, and US$22.55 and US$16.33, respectively. 


The price of our common shares may fluctuate substantially in the future due to, among other things, the 
following factors: (1) the failure of our quarterly or annual operating results to meet expectations; (2) the 
reaction of markets and securities analysts to announcements and developments involving our Company; 
(3) adverse developments in the worldwide, Canadian, or US economy, the financial markets, or the 
engineering and consulting services market; (4) changes in interest rates; (5) announcements by key 
competitors; (6) additions or departures of key staff; (7) announcements of legal proceedings or regulatory 
matters; or (8) general volatility in the stock market. 


In addition, the stock market has experienced volatility that has affected the market prices of the equity 
securities of many companies and that has often been unrelated to the operating performance of such 
companies. A number of other factors, many of which are beyond our control, could also cause the market 
price of our common shares to fluctuate substantially. 


Our share price could be adversely affected if a large number of our common shares are offered for 
sale or sold. 


There may be instances in which we negotiate an acquisition where the consideration for the purchase may 
include Stantec shares. In the event that the acquired entity’s shareholders subsequently decide to dispose 
of Stantec shares following the acquisition, there could be a large supply of our common shares on the 
market. If the supply of our common shares is significantly greater than the associated demand, the market 
price of our common shares may significantly decline and may not recover. 


If we need to sell or issue additional common shares and/or incur additional debt to finance future 
acquisitions, our share ownership could be diluted and the results of our operations could be 
adversely affected. 


Our business strategy is to expand into new markets and enhance our position in existing markets through 
the acquisition of complementary businesses. In order to successfully complete targeted acquisitions or to 
fund our other activities, we may issue additional equity securities that could dilute share ownership. We 
may also incur additional debt if we acquire another company, and this could increase our debt repayment 
obligations, which could have a negative impact on our future liquidity and profitability. 


As mentioned previously, we currently have a $160 million credit facility. However, we have no assurance 


that debt financing will continue to be available from our current lenders or other financial institutions on 
similar terms. 
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Because we report our results in Canadian dollars and a substantial portion of our revenue and 
expenses is recorded in US dollars, our results are subject to currency exchange risk. 


Although we report our financial results in Canadian dollars, a substantial portion of our revenue and 
expenses is generated or incurred in US dollars. For the purposes of financial reporting under Canadian 
GAAP measures, revenue and expenses denominated in foreign currencies are translated into Canadian 
dollars at the average exchange rates prevailing during the year. We expect to continue to report our 
financial results in Canadian dollars in accordance with Canadian GAAP measures. Therefore, if the 
Canadian dollar were to strengthen relative to the US dollar and other currencies, the amount of net income 
from our non-Canadian-dollar-denominated business could decrease, which could have a material adverse 
effect on our business, financial condition, and results of operations. 


The value of the Canadian dollar relative to the US dollar is subject to volatility. For example, the average 
exchange rates for the years ended December 31, 2006; December 31, 2005; December 31, 2004; and 
December 31, 2003, for C$1.00 were US$0.88, US$0.83, US$0.76, and US$0.71, respectively. 
Furthermore, this volatility may continue in the future, and, as discussed above, increases in the strength of 
the Canadian dollar relative to the US dollar may have a negative impact on the results of our operations. 


From time to time we enter into forward contracts to manage risk associated with net operating assets 
outside our US operations denominated in US dollars (other than with respect to net operating assets that 
are owned by US subsidiaries). These derivative contracts, which are not accounted for as hedges, are 
marked to market, and any changes in the market value are recorded in income or expense when they 
occur. As a result, we may not benefit from any weakening of the Canadian dollar relative to the US dollar. 


Growth and Acquisition Integration Risks 


We are also exposed to factors arising from growth and acquisition activities that can affect our 
performance. These risks include the following. 


If we are unable to manage our growth effectively, we may experience a decline in our revenue 
and profitability. 


We have grown rapidly in the recent past, and we intend to pursue further growth through acquisitions and 
otherwise as part of our business strategy. However, there is a risk that we may not be able to manage our 
growth effectively and efficiently. Our inability to manage our growth could cause us to incur unforeseen 
costs, time delays, or other negative impacts, any of which could cause a decline in our revenue and 
profitability. Our rapid growth has presented, and will continue to present, numerous administrative and 
operational challenges, including the management of an expanding array of engineering and consulting 
_services, the assimilation of financial reporting systems, increased pressure on our senior management, 
and increased demand on our systems and internal controls. Furthermore, as we expand our service 
offerings and geographic presence, we may not be able to maintain the current quality of our services. 


We may also encounter difficulties in integrating acquisitions that we do make. Acquired businesses may 
not be profitable, because we may not be successful in generating the same level of operating performance 
that an acquired company experienced prior to its acquisition. As well, we may not be able to maintain 
our reputation in an acquired company’s geographic area or service offerings, which may negatively 
impact our ability to attract and retain clients in those or other areas. Any of these integration issues 

could divert management’s attention from other business activities and impact our ability to grow our 
business effectively. 
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From time to time we have pursued and may continue to pursue and invest in business opportunities 
that are not directly within our core competencies. These new business opportunities may require a 
disproportionate amount of management's time to develop profitably and may not perform as expected. 


Acquisitions may bring us into businesses that we have not previously conducted and expose us to 
additional business risks that are different from those we have traditionally experienced. Consequently, we 
may depend in part on the knowledge and expertise of the professional service providers and management 
teams that we acquire in order to make these business opportunities profitable. New business opportunities 
frequently bring a learning curve that may require substantial management time, which may create a 
distraction from our day-to-day business operations. If these business opportunities do not perform as 
anticipated or are not profitable, our earnings during periods of greater learning may be materially 
adversely affected, and we may experience a partial or complete loss of our investment. 


We may be unsuccessful in our goal to increase the size and profitability of our operations, which could 
lead to a reduction in our market share and competitiveness as our industry consolidates. 


We may not be able to locate suitable acquisitions or to consummate any such transactions on terms and 
conditions that are acceptable to us. As the professional services industry consolidates, suitable acquisition 
candidates are expected to become more difficult to locate and may only be available at prices or under 
terms that are less favorable than in the past. In addition, some of our competitors are much larger than us, 
have greater financial resources, and can better afford to pay a premium for potential acquisition 
candidates. If we are unable to effectively compete for or locate suitable acquisitions, our business will 
not grow in the manner we expect, and we will have difficulty achieving our growth plan. 


To help reduce our susceptibility to industry-specific and regional economic cycles and to take advantage 
of economies of scale in the highly fragmented professional services industry, we intend to continue to 
diversify our business both in terms of geographic presence and service offerings. Since the beginning 
of 2002, we have completed 24 acquisitions, and we expect to continue to pursue selective acquisitions 
of businesses that will enable us to enhance our market penetration and increase and diversify our 
revenue base. 


Stantec and an acquired entity may experience difficulties in integrating the acquired entity’s business 
into the existing operations of Stantec and so may not realize the anticipated benefits of the acquisition. 


Our rationale for acquiring a firm is, in part, predicated on our ability to leverage the combined strengths of 
the two companies to increase our opportunities and grow our revenue. Integrating an acquired firm’s 
operations and staff into our own is a complex endeavor, and we may not be able to complete the process 
rapidly or without encountering difficulties. Successful integration requires, among other things, the 
assimilation of the firm’s professional services, sales and marketing operations, and information and 
software systems as well as the coordination of employee retention and hiring and training operations. 

The diversion of management’s attention to the integration effort and any difficulties encountered in 
combining operations could adversely affect the combined company’s business and prevent it from 
realizing the anticipated improvement in professional service offerings, market penetration, and geographic 
presence that forms the foundation for the acquisition. 


Uncertainties associated with an acquisition or merger or with Stantec as a new owner may cause an 
acquired entity to lose customers. 


An acquired company’s customers may, in response to the announcement of the acquisition, delay or defer 
decisions concerning their use of the company’s services because of uncertainties related to the 
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consummation of the acquisition, including the possibility that the acquisition may not be completed if all 
the conditions of the transaction are not fulfilled. This circumstance could have an adverse effect on our 
revenue and profitability. 


Uncertainties associated with an acquisition may cause a loss of employees. 


The ability to attract and retain trained professionals is one of the key drivers of our business and results. 
Therefore, the success of an acquisition depends in part on our ability to retain key employees of the 
acquired firm. Competition for qualified staff can be very intense. In addition, key employees may depart 
because of issues relating to the uncertainty and difficulty of the completion of the acquisition, the 
integration, or a desire not to remain with the combined company. Accordingly, we may be unable to retain 
key employees to the same extent that we were able to do so in the past. 


Goodwill and other intangible assets acquired as a result of our acquisitions represent substantial 
portions of our total assets. If our acquired businesses do not perform as expected, we may be required 
to write down the value of our goodwill and other intangible assets, which could have a material adverse 
effect on our earnings. 


Goodwill and other intangible assets represent approximately 40.0% of our total assets. When we acquire a 
consulting business, a significant portion of the purchase price for the acquisition is generally allocated to 
goodwill and other identifiable intangible assets. The amount of the purchase price allocated to goodwill is 
determined by the excess of the purchase price paid by us to acquire the consulting business over the fair 
value of the net identifiable assets acquired. Canadian and US accounting rules require us to perform an 
annual impairment test of our goodwill and indefinite life intangible assets. A deterioration in the operating 
results of such acquired businesses or the failure of these businesses to meet our expectations may 
adversely affect the carrying value of our goodwill and other indefinite life intangible assets and could 
result in an impairment of the goodwill associated with such businesses. As part of our annual review of 
goodwill for impairment, we consider the actual performance of each of our reporting units compared to 
our expectations and update our future expectations for such reporting units. An impairment of goodwill 
would be recorded as a charge in our income statement, which could have a material effect on our earnings. 


Managing Our Risks 


We mitigate our operating, market, and growth and acquisition integration risks through our business 
strategy and other measures. As mentioned previously, our three-dimensional business model based on 
geographic, practice area, and life cycle diversification reduces our dependency on any particular industry 
or economic sector for our income. We also differentiate our Company from competitors by entering into a 
diverse range of contracts with a variety of fee amounts. Focusing on this project mix continues to ensure 
that we do not rely on a few large, single projects for our revenue and that no single client or project 
accounts for more than 5% of our overall business. 


To address the risk of competition for qualified personnel, we offer a number of employment incentives, 
including training programs, access to a plan that provides the benefit of employee share ownership 

(for Canadian employees), and opportunities for professional development and enhancement, along with 
compensation plans that we believe to be competitive, flexible, and designed to reward top performance. 
In 2006 we completed a number of employee-focused activities, including the expansion of our Learning 
Resource Center with updated content and new in-house programs and training. Launched in 2005, the 
center is the on-line source for all our learning resources, providing access to programs and material on 
topics such as employee orientation, people skills and leadership, project management, risk mitigation, 
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business development, and financial management, among others. As well, in 2005 we implemented project 
manager and leadership portal dashboard training programs designed to enhance the visibility of financially 
related information to assist our operations leadership in improving performance and decision making. 

We recognize that through improved project management across our operations we will increase our ability 
to deliver projects on schedule and within budget. 


CONTROLS AND PROCEDURES 


Disclosure controls and procedures are designed to ensure that information we are required to disclose 
in reports filed with securities regulatory agencies is recorded, processed, summarized, and reported on 
a timely basis and is accumulated and communicated to management, including our Chief Executive 
Officer (CEO) and Chief Financial Officer (CFO), as appropriate, to allow timely decisions regarding 
required disclosure. 


Under the supervision and with the participation of management, including our CEO and CFO, we carried 
out an evaluation of the effectiveness of our disclosure controls and procedures as of December 31, 2006 
(as defined in rules adopted by the SEC in the United States and as defined in Canada by Multilateral 
Instrument 52-109, Certification of Disclosure in Issuer’s Annual and Interim Filings). Based on this 
evaluation, our CEO and CFO concluded that the design and operation of our disclosure controls and 
procedures were effective. 


Internal control over financial reporting is a process designed to provide reasonable assurance regarding 
the reliability of financial reporting and of the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principals. A control system, no matter how well designed 
and operated, can provide only reasonable, not absolute, assurance with respect to the reliability of our 
financial reporting and of the preparation of our financial statements. Accordingly, management, including 
our CEO and CFO, does not expect that our internal control over financial reporting will prevent or detect 
all errors and all fraud. Management’s Annual Report on Internal Control over Financial Reporting and 
the Independent Auditors’ Report on Internal Controls are included in our 2006 consolidated financial 
statements. 


There has been no change in our internal control over financial reporting during the year ended December 
31, 2006, that materially affected, or is reasonably likely to materially affect, our internal control over 


financial reporting. 


We will continue to periodically review our disclosure controls and procedures and internal control over 
financial reporting and may make modifications from time to time as considered necessary or desirable. 


M-45 


CORPORATE GOVERNANCE 


Disclosure Committee 


In 2005 our Company established a Disclosure Committee consisting of a cross section of management. 
The committee’s mandate is to provide ongoing review of Stantec’s continuous disclosure policy and to 
facilitate compliance with applicable legislative and regulatory reporting requirements. 


Board of Directors 

Stantec’s Board of Directors presently includes eight members, six of whom are independent under 
Canadian securities laws and under the rules of the U.S. Securities and Exchange Commission (SEC) at the 
NYSE and free from any interest or relationship that could materially interfere with their ability to act in 
the best interest of our Company or our shareholders. 


The board’s mandate is to supervise Stantec’s management with a view to the Company’s best interests. 
The board fulfils its mandate by 


.* Overseeing the Company’s strategic planning process 
* Satisfying itself as to the integrity of the CEO and other Executive Officers 


* Ensuring that the Company has a policy in place for communicating effectively with shareholders, 
other stakeholders, and the public 


¢ Reviewing and monitoring the Company’s principal business risks as identified by management, 
along with the systems for managing such risks 


* Overseeing senior management succession planning, including the appointment, development, and 
monitoring of senior management 


¢ Ensuring that management maintains the integrity of the Company’s internal controls and 
management information systems 


In 2006 Stantec’s board included two committees—the Audit Committee and the Corporate Governance 
and Compensation Committee. Both committees are composed entirely of unrelated, independent directors. 


Audit Committee 

The Audit Committee monitors, evaluates, approves, and makes recommendations on matters affecting 
Stantec’s external audit, financial reporting, and accounting control policies. The committee met five times 
in 2006. The chairman of the committee provides regular reports at the Company’s board meetings. 


The board has determined that each of the Audit Committee’s members is financially literate and that the 


chairman of the Audit Committee, William D. Grace, is a “financial expert” as such term is defined under 
the rules of the SEC and NYSE. 
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Corporate Governance and Compensation Committee 


The Corporate Governance and Compensation Committee monitors, evaluates, approves, and makes 
recommendations on matters affecting governance and compensation. Governance matters include, but are 
not limited to, board size, nominations, orientation, education, and self-evaluation. Compensation matters 
include, but are not limited to, executive management compensation, performance review, and succession 
plans. The Corporate Governance and Compensation Committee met three times in 2006. The chairman of 
the committee provides regular reports at the Company's board meetings. 


More information about Stantec’s corporate governance can be found on our web site (www.stantec.com) 
and in the Management Information Circular for our May 3, 2007, Annual and Special Meeting of 
Shareholders. In addition, the following documents are posted on our web site: 

* Code of Ethics 

* Corporate Governance Guidelines 

¢ Audit Committee Terms of Reference 


* Corporate Governance and Compensation Committee Terms of Reference 


The above information is not incorporated by reference herein. Copies of these documents will be made 
available in print form to any shareholder who requests them. 
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Management Report 


The annual report, including the consolidated financial statements and Management’s Discussion and 
Analysis (MD&A), is the responsibility of the management of the Company. The consolidated financial 
statements were prepared by management in accordance with Canadian generally accepted accounting 
principles. Where alternative accounting methods exist, management has chosen those it considers most 
appropriate in the circumstances. The significant accounting policies used are described in note | to the 
consolidated financial statements. Certain amounts in the financial statements are based on estimates and 
judgments relating to matters not concluded by year-end. The integrity of the information presented in the 
financial statements is the responsibility of management. Financial information presented elsewhere in this 
annual report has been prepared by management and is consistent with the information in the consolidated 
financial statements. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities and for final 
approval of the annual consolidated financial statements. The Board has appointed an Audit Committee 
comprising three Directors, none of whom is an officer or employee of the Company or its subsidiaries. 
The Audit Committee meets at least four times each year to discharge its responsibilities under a written 
mandate from the Board of Directors. The Audit Committee meets with management and with the external 
auditors to satisfy itself that they are properly discharging their responsibilities; reviews the consolidated 
financial statements, MD&A, and Independent Auditors’ Report on Financial Statements; and examines 
other auditing and accounting matters. The Audit Committee has reviewed the audited consolidated 
financial statements with management, including a discussion of the quality of the accounting principles as 
applied and significant judgments affecting the Company’s consolidated financial statements. The Audit 
Committee has discussed with the external auditors the external auditors’ judgments of the quality of those 
principles as applied and judgments noted above. The consolidated financial statements and MD&A have 
been reviewed by the Audit Committee and approved by the Board of Directors of Stantec Inc. 


The consolidated financial statements have been examined by the shareholders’ auditors, Ernst & Young 
LLP, Chartered Accountants. The Independent Auditors’ Report on Financial Statements outlines the nature 
of their examination and their opinion on the consolidated financial statements of the Company. The 
external auditors have full and unrestricted access to the Audit Committee, with or without management 
being present. 


Management’s Annual Report on Internal Control over Financial Reporting 

Management is responsible for establishing and maintaining an adequate system of internal control over 
financial reporting. The Company’s internal control over financial reporting is a process designed to 
provide reasonable assurance regarding the reliability of financial reporting and of the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles. 
Management conducted an evaluation of the effectiveness of the system of internal control over financial 
reporting based on the framework in Internal Control—Integrated Framework issued by the Committee 
of Sponsoring Organizations of the Treadway Commission. Based on this evaluation, management 
concluded that the Company’s system of internal control over financial reporting was effective as at 
December 31, 2006. 


Ernst & Young LLP, which has audited the consolidated statements of the Company for the year ended 
December 31, 2006, has also issued a report on management’s assessment of the Company’s internal 
control over financial reporting. 


ity Fel hb 


Tony Franceschini P.Eng. Don Wilson CA 
President & CEO Vice President & CFO 
February 21, 2007 February 21, 2007 
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Independent Auditors’ Report on Financial Statements 


To the Shareholders of Stantec Inc. 


We have audited the consolidated balance sheets of Stantec Inc. as at December 31, 2006 and 2005 and 
the consolidated statements of income and retained earnings and cash flows for each of the three years in 
the period ended December 31, 2006. These financial statements are the responsibility of the Company’s 
management. Our responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards and the 
standards of the Public Company Accounting Oversight Board (United States). Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement 
presentation. We believe our audits provide a reasonable basis for our opinion. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at December 31, 2006 and 2005 and the results of its operations and its cash 
flows for each of the three years in the period ended December 31, 2006 in accordance with Canadian 
generally accepted accounting principles. 


We have also audited, in accordance with the Standards of the Public Company Accounting Oversight 
Board (United States), the effectiveness of the Company’s internal control over financial reporting as 
of December 31, 2006 based on criteria established in Internal Control—Integrated Framework issued 
by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated 
February 21, 2007, expressed an unqualified opinion thereon. 


Ernst < laa Lip 
Chartered Accountants 


Edmonton, Canada 
February 21, 2007 
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Independent Auditors’ Report on Internal Controls 
(under the standards of the Public Company Accounting Oversight Board (United States)) 


To the Shareholders of Stantec Inc. 


We have audited management’s assessment, included in Management’s Annual Report on Internal Control 
over Financial Reporting, that Stantec Inc. maintained effective internal control over financial reporting as 
of December 31, 2006, based on criteria established in Internal Control—Integrated Framework issued by 
the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). Stantec 
Inc’s management is responsible for maintaining effective internal control over financial reporting and for 
its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to 
express an opinion on management’s assessment and an opinion on the effectiveness of the company’s 
internal control over financial reporting based on our audit. 


We conducted our audit in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether effective internal control over financial reporting was maintained in all material 
respects. Our audit included obtaining an understanding of internal control over financial reporting, 
evaluating management’s assessment, testing and evaluating the design and operating effectiveness of 
internal control, and performing such other procedures as we considered necessary in the circumstances. 
We believe that our audit provides a reasonable basis for our opinion. 


A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records 
that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of 
the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit 
preparation of financial statements in accordance with generally accepted accounting principles, and that 
receipts and expenditures of the company are being made only in accordance with authorizations of 
management and directors of the company; and (3) provide reasonable assurance regarding prevention or 
timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a 
material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk 
that controls may become inadequate because of changes in conditions, or that the degree of compliance 
with the policies or procedures may deteriorate. 


In our opinion, management’s assessment that Stantec Inc. maintained effective internal control over 
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO 
criteria. Also, in our opinion, Stantec Inc. maintained, in all material respects, effective internal control 
over financial reporting as of December 31, 2006, based on the COSO criteria. 


We also have audited, in accordance with Canadian generally accepted auditing standards and the standards 
of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets of 
Stantec Inc. as at December 31, 2006 and 2005 and the consolidated statements of income and retained 
earnings and cash flows for each of the years in the three-year period ended December 31, 2006 and our 
report dated February 21, 2007 expressed an unqualified opinion thereon. 


Ernst ¥ Niger Lhe 
Chartered Accountants 


Edmonton, Canada 
February 21, 2007 
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Stantec Inc. 
Consolidated Balance Sheets 


ASSETS /note 8] 


acta oinrcaegiivalemts uaa tac n et aren iene od bard spa ds Seas 


Restricted cash /note 2] 


Accounts receivable, net of allowance for 
doubtful accounts of $7,379 in 2006 ($16,053 — 2005) ...............005- 
 Costsand estimated earnings imexcessiof billings: . 2... 0.6.0. .0s 55. do dee 


Prepaid expenses .... 


HUOLCANCOMGAAGASSClS: [WOlCe Toth cos ees siete hells Sets oe aie oe te 


Other assets /note 6] .. 


Total current assets . 


ICOPCTEy AACE COMM RCH) We SNe encase en he tein ie aed ee haters oe 


Goodwill /note 4] .... 


PARAM OIDIEaSSe lon note Ome. ett Hee ee Soe ees eres ea osc Ade ke 
AMG MACOING ANCARSELS [Oil 4 luvs, [onde RE oe oe ea ae eek hts See 


Other assets /note 6] .. 


Total assets ........ 


Current 


LIABILITIES AND SHAREHOLDERS’ EQUITY 


Accounts payable and .accmied liabilities [rote 7). V0. v acacia seh anes 
Billingsiimexeess of costs,and- estimated carmings ...2.....2....... 040.2. 


Income taxes payable . 


Gurrent portion-of long-term: dept-/note $f. oo SoS oa eae ge oe bee tes 
Hutureincometaxiisabities pie. 24/) Pee tyne AE. Leia cn. 


otalicurrent liabilities, dros watees ooc eo oe este nc eee cities ade aS 


Long-term debt /note 8] 
Other liabilities /note 9] 


Huturedncomestaxetiabilitieswinoteel4/\\ Jacek ccs ss sac oe cae ose abelian 


Total liabilities ..... 


Commitments, contingencies, and guarantees /notes 2, 8, 10, and 11] 


Shareholders’ equity 
Share capital /note 12] 


Contibptedcurphis nate Fo] ec irtit a3 Wer AIG 6 oie te es aye 
Cumulatwe translationiaecount sored sft the. ae hw. oe cence ce cme lem ame 
RYE PAIR SUOC RC OID OPIS ALICI I Oe cee oir woes ade oe edoengeas eye Sanam rene Giiereas 


Retained earnings .... 


TOtALSHALCHOIGGIS .BOUIEY: feo hoe ochre eee Sin oo = 308 HL level mses eG Bien ae ee > 


Total liabilities and shareholders’ equity ...........--.-..-. ese eee eens 


See accompanying notes 


On behalf of the Board: 


liar: 


iy Fltul 


Director 


As at December 31 


2006 2005 
$ $ 
(In thousands of Canadian 
dollars) 
28,363 28,143 
1,545 Desi 
168,474 137,928 
39,924 66,172 
6,591 5,420 
9,711 14,827 
8,228 6,569 
262,836 280,371 
65,009 58,519 
251,491 242,674 
22,819 27,304 
9,984 6,814 
18,338 13,097 
630,477 628,779 _ 
107,132 106,757 
28,721 24,251 
3,432 4,44] 
4,181 4,813 
pel 23Gue 2 
155,702 157,814 
12,046 81,886 
33,561 24,764 
18,273 _16,262_ 
219,582 280,726 
212,781 210,604 
5,458 a 
(24,844) (25,575) 
(250) (833) 
217,750 158,335, 
410,895 348,053 
630,477 628,779 


Stantec Inc. 
Consolidated Statements of Income and Retained Earnings 


Income 


GYOSS TEVONUC ooo coa, ca eas a ie ee tones cles tore 
Less subconsultant and other direct expenses ............... 


Net:revenues, oq. h5- ROR  ee SS seo ee 
Diréct.payroll, cOSts..: 4%.,.crsatuetosyie tants Gadi mentale 


GYOSSMargin rs Soy GS ed Ere ee ee 


Administrative and marketing expenses /notes 12 and 20] 


Depreciation of property and equipment ................... 
Amortization of intangible assetsiine Ay joe ee foe ae 
Net iterest-expense,/nate:S)iai dix arenes earner ae eran aoe 
Share of income from associated companies ................ 
Foréion exchapce Oains) \. fap ecc swe ae cee eee 
CURE ICOM Serer rte ie ee ree ae ee ee 


Income before income taxes ....................0000005 


Income taxes /note 14] 


Cuttenty 3. iss. aay cacgaeto a ep see? Reo Ue ee ee eee 


Net income for the year cohen uk sare 
Retained earnings, beginning of the year .................. 
Shares lepurchased gnose 12) "or yr coca es cic eee nee 


Retained earnings, end of the year...................... 


Earnings per share /notes 12 and 15] 


ASI CREE saree ae ah rc Fe ke ate OER 


See accompanying notes 
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Years Ended December 31 


2006 
$ 


2005 
$ 


2004 
$ 


(In thousands of Canadian dollars, 
except per share amounts) 


816,133. 618,020 520,879 
108,206 93,468 71,728 
707,927 524,552 449,151 
304,677. 234,553. 205,513 
403,250 289,999  —_ 243,638 
292,064 212,992 _— 183,894 
15,604 12,389 11,986 
6,132 2,542 927 
1,892 571 2,805 
(285) (187) (385) 
(74) (449) (94) 
(L507) = G59) ~~. Sy 
89,424 62,500 44,660 
31,484 21,735 18,065 
(2,242) 143 (3,595) 
29,242 21,878 14,470 
60,182 40,622 30,190 
158,335. 117,874 88,266 
(767) (161) (582) 
217,750 sh an5o3350 DRL STs 
1.34 1.02 0.82 
1.31 0.99 0.79 


Stantec Inc. 
Consolidated Statements of Cash Flows 


Years Ended December 31 


2006 
$ 


2005 
$ 


2004 
$ 


(In thousands of Canadian dollars) 


CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES 


Cos recciptsuromclicnts oss + a. ee eT OS SS Se Ce. 816,846 637,391 568,897 
Seas a DINCEO) SUD DANCES Arar ae ie os Mey sere cgay es oe aslo hts Wists. 9 (221,056) (200,445) (169,573) 
SM OANd AO" CUIDIOVEES. hectic is ht alias iin wh sings xcs « BOREL (467,766) (355,621) (313,321) 
Dividends Tom equity; WN CSUMEIMS cs <ceonscvnnsyrarte Te onavees- i> bun 450 550 300 
IDtERESE TECCIVEC ee att mrt Parte ete Stns Mh, Nr ony, hee SRE AOUE: 6,292 6,531 6,426 
Hivos sty Bee ea ee ot eee ees eee ee hts (7,665) (6,551) (8,639) 
Income taxenpaldwixieu Wt). ies Gon. Paes Lani sida (37,588) (28,882) (10,530) 
INGomestaxcswleCOVChCCins thw wae knot a Rote adacttes noth ar. 3,876 4,341 3,791 
Cash flows from operating activities /note 16] .............. 93,389 57,314 TASS 
CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES 
Business acquisitions, net of cash acquired /note 2] ............ (12,181) — (100,383) (18,845) 
Restricted cash used for acquisitions /note 2] ..............40. 19,793 9,000 — 
Increase in investments held for self-insured liabilities ......... (4,355) (7,295) (9,562) 
Proceeds'on disposition,of investments »...;,..0.. ind'scapee Saceetae Ae 9 SD) fe) 
Collection of notes receivable from disposition of 

Technology and-Desion Build segmenis "oe ee es ae ce - 406 1,014 
Purchase of property andiequipments:niiii). Yeo vern.%. Yona. (18,920) (17,005) (17,488) 
Proceeds on disposition of property and equipment............ 104 155 34,672 
Cash flows used in investing activities .................... (15,550) (114,600) (10,154) 
CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES 
Repaviocnt Ol lOne-lenmr dene wacast, Eh). wesas uriah-barermEs ek adel ehs (85,612) (46,875) (35,546) 
Proceeds from long-term borrowings ................0-0-005 9,142 95,929 13,960 
Repayment of acquired bank indebtedness /note 2] ............ (1,787) = = 
Net change in bank indebtedness financing .................. - - (Let 51) 
Repurchase of shares for cancellation /note 12] ............... (1,016) (195) (720) 
SHALE MSSC COStS Ole aa) earn ret mace onan aie Moen eects = (1,969) — 
Proceeds from issue of share capital [note 12] ..............4. 1,865 961 3,490 
Cash flows from (used in) financing activities .............. (77,408) 47,851 (35,967) 
Foreign exchange loss on cash held in foreign currency ........ (211) 4 683 
Net increase (decrease) in cash and cash equivalents ........ 220 (9,747) 30,547 
Cash and cash equivalents, beginning of the year ............. 28,143 37,890 7,343 
Cash and cash equivalents, end of the year ................ 28,363 28,143 37,890 


See accompanying notes 


Stantec Inc. 
Notes to the Consolidated Financial Statements 


1. Summary of Significant Accounting Policies 
Stantec Inc. (the Company) is a provider of comprehensive professional services in the area of 
infrastructure and facilities for clients in the public and private sectors. The Company’s services include 
planning, engineering, architecture, interior design, landscape architecture, surveying and geomatics, 
environmental sciences, and project economics. 


Generally accepted accounting principles 

The Company prepares its consolidated financial statements in accordance with Canadian generally 
accepted accounting principles (GAAP). These financial statements have, in management’s opinion, 
been properly prepared within reasonable limits of materiality and within the framework of the 
accounting policies summarized below. The effects of differences between the application of Canadian 
and United States GAAP on the financial statements of the Company are described in note 21. 


Effective January 1, 2005, the Company adopted Accounting Guideline 15 (AcG-15), “Consolidation 
of Variable Interest Entities” (VIEs) of the Canadian Institute of Chartered Accountants (CICA) 
Handbook. VIEs are those entities that are subject to control on a basis other than ownership of voting 
interests. AcG-15 provides guidance for identifying VIEs and requires the primary beneficiary of a 
VIE to consolidate the VIE. These consolidated financial statements include all VIEs for which the 
Company is the primary beneficiary. The initial adoption of this accounting guideline on a prospective 
basis did not have an impact on the Company’s consolidated financial statements. 


Use of estimates 

The preparation of financial statements in conformity with GAAP requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting period. 
Significant estimates used in the preparation of these consolidated financial statements include the 
percentage of completion of fixed-fee and variable-fee-with-ceiling contracts, provisions for losses on 
incomplete contracts, allowances for doubtful accounts receivable, provision for legal claims, provision 
for self-insured liabilities, the fair value of stock-based awards, the fair value of identifiable intangible 
assets acquired in business acquisitions, liabilities for lease exit activities, and future cash flows used to 
estimate the fair value of reporting units for goodwill impairment purposes. Actual results may differ 
from these estimates. 


Principles of consolidation 

The consolidated financial statements include the accounts of the Company, its subsidiary companies, 
and all VIEs for which the Company is the primary beneficiary. All significant intercompany accounts 
and transactions have been eliminated. The results of the operations of subsidiaries acquired during the 
year are included from their respective dates of acquisition. 


Joint ventures and partnerships are accounted for on the proportionate consolidation basis, which results 


in the Company recording its pro rata share of the assets, liabilities, revenues, and expenses of each of 
these entities. 
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Cash and cash equivalents 
Cash and cash equivalents include cash and unrestricted investments with initial maturities of three months 
or less. Such investments are carried at the lower of cost or market value. 


Investments 

Investments in associated companies over which the Company is able to exercise significant influence, but 
not control, are accounted for using the equity method, which reflects the Company’s investment at original 
cost plus its share of earnings (losses) net of dividends received. These investments include Teshmont 
Consultants Inc. (50%), SSBV Consultants Inc. (33.3%), and Planning & Stantec Limited (50%). 


Other investments, including investments held for self-insured liabilities, are recorded at cost. When a loss 
in the value of such investments occurs that is other than temporary, the investment is written down to 
recognize the loss. 


Property and equipment 
Property and equipment is recorded at cost less accumulated depreciation. Depreciation is calculated at 
annual rates designed to write off the costs of assets over their estimated useful lives as follows: 


Hagineering equipment rer... 20-30% declining balance 

Business information systems ........ straight-line over 3—5 years 
OurICeTCOUIINCH ne ee ee ne 20-30% declining balance 

Automotive equipment.............. 30% declining balance 
Leaseholdmprovements =. 2.00.3." straight-line over term of lease 


to a maximum of 15 years 
or the improvement’s economic life 
Buildings? EXLCOU TAMER TI 08 4-5% declining balance 


Leases 

Leases that transfer substantially all the risks and benefits of ownership of assets to the Company are 
accounted for as capital leases. Assets under capital leases are recorded at the inception of the lease 
together with the related long-term obligation to reflect the purchase and financing thereof. Rental 
payments under operating leases are expensed evenly over the lease term. 


From time to time, the Company enters into or renegotiates premises operating leases that result in the 
receipt of lease inducement benefits. These benefits are accounted for as a reduction of rental expense over 
the terms of the associated leases. As well, from time to time the Company enters into or renegotiates 
premises operating leases that include escalation clauses. The scheduled rent increases pursuant to lease 
escalation clauses are recognized on a straight-line basis over the lease term. 


Goodwill and intangible assets 

The cost of intangible assets with finite lives is amortized over the period in which the benefits of such 
assets are expected to be realized, principally on a straight-line basis. The Company’s policy is to amortize 
client relationships with determinable lives over periods ranging from 10 to 15 years. Contract backlog is 
amortized over estimated contractual lives of generally less than one and a half years. Other intangible 
assets include technology, non-compete agreements, and advantageous leasehold commitments, which are 
amortized over estimated lives of one to five years. Goodwill is not amortized but is evaluated annually for 
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impairment by comparing the fair value of the reporting unit, determined on a discounted after-tax cash 
flow basis, to the carrying value. An impairment loss would be recognized if the carrying value of the 
goodwill were to exceed its fair value. 


Long-lived assets 

The Company monitors the recoverability of long-lived assets, including property and equipment and 
intangible assets with finite lives, employing factors such as expected future asset utilization, business 
climate, and future undiscounted cash flows expected to result from the use of the related assets. 

An impairment loss would be recognized if the carrying value of the long-lived asset were to exceed its 
fair value. 


Accrual and investments held for self-insured liabilities 

The Company self-insures certain risks related to professional liability and automobile physical damages. 
The accrual for self-insured liabilities includes estimates of the costs of reported claims (including potential 
claims that are probable of being asserted) and is based on estimates of loss using assumptions made by 
management, including consideration of actuarial projections. The accrual for self-insured liabilities does 
not include unasserted claims where assertion by a third party is not probable. 


The Company invests funds to support the accrual for self-insured liabilities. These investments are 
classified in other assets as investments held for self-insured liabilities. 


Forward contracts 

The Company may enter into forward currency exchange contracts to manage risk associated with net 
operating assets denominated in US dollars. The Company’s policy is to not use derivative financial 
instruments for trading or speculative purposes. These derivative contracts, which are not accounted 
for as hedges, are marked to market, and any changes in the market value are recorded in income or 
expense when the changes occur. The fair value of such instruments is recorded as either accounts 
receivable or payable. 


Non-interest-bearing debt 

Non-interest-bearing debt is carried at its present value using discount rates based on the bank prime rate 
prevailing at the time the debt was issued. The discount is applied over the term of the debt and is charged 
to interest expense. 


Fair value of financial instruments 

The carrying amounts of cash and cash equivalents, restricted cash, accounts receivable, bank loans, and 
accounts payable and accrued liabilities approximate their fair values because of the short-term maturity 
of these instruments. The carrying amount of bank loans approximates its fair value because the applicable 
interest rate is based on variable reference rates. The carrying values of other financial assets and financial 
liabilities approximate their fair values except as otherwise disclosed in the financial statements. 


Credit risk 

Financial instruments that subject the Company to credit risk consist primarily of cash and cash 
equivalents, investments held for self-insured liabilities, and accounts receivable. The Company maintains 
an allowance for estimated credit losses and mitigates the risk of its investment in bonds through the 
overall quality and mix of its bond portfolio. The Company provides services to diverse clients in various 
industries and sectors of the economy, and its credit risk is not concentrated in any particular client, 
industry, economic, or geographic sector. 
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Interest rate risk 

The Company is subject to interest rate risk to the extent that its credit facilities are based on floating rates 
of interest. In addition, the Company is subject to interest rate pricing risk to the extent that its investments 
held for self-insured liabilities contain fixed rate government and corporate bonds. The Company has not 
entered into any derivative agreements to mitigate these risks. 


Revenue recognition 

In the course of providing its services, the Company incurs certain direct costs for subconsultants and other 
expenditures that are recoverable directly from clients. These direct costs are included in the Company’s 
gross revenue. Since such direct costs can vary significantly from contract to contract, changes in gross 
revenue may not be indicative of the Company’s revenue trends. Accordingly, the Company also reports 
net revenue, which is gross revenue less subconsultant and other direct expenses. 


Revenue from fixed-fee and variable-fee-with-ceiling contracts is recognized using the percentage of 
completion method. Contract revenue is recognized on the ratio of contract costs incurred to total estimated 
costs. Provisions for estimated losses on incomplete contracts are made in the period in which the losses 
are determined. Revenue from time and material contracts without stated ceilings and from short-term 
projects is recognized as costs are incurred. Revenue is calculated based on billing rates for the services 
performed. Costs and estimated earnings in excess of billings represents work in progress that has been 
recognized as revenue but not yet invoiced to clients. Billings in excess of costs and estimated earnings 
represents amounts that have been invoiced to clients but not yet recognized as revenue. Revenue does not 
include taxes collected from clients that are reimbursable to government authorities. 


Employee benefit plans 

The Company contributes to group retirement savings plans and an employee share purchase plan based on 
the amount of employee contributions subject to maximum limits per employee. The Company accounts 
for such defined contributions as an expense in the period in which the contributions are made. The 
expense recorded in 2006 was $11,567,000 (2005 — $8,436,000; 2004 — $7,311,000). The Company does 
not provide postemployment or postretirement benefits. 


Foreign currency translation 

Transactions denominated in a foreign currency and the financial statements of foreign subsidiaries 
(excluding US-based subsidiaries) included in the consolidated financial statements are translated as 
follows: monetary items at the rate of exchange in effect at the balance sheet date; non-monetary items at 
historical exchange rates; and revenue and expense items (except depreciation and amortization, which are 
translated at historical exchange rates) at the average exchange rate for the month. Any resulting gains or 
losses are included in income in the year incurred. 


The Company’s US-based subsidiaries are designated as self-sustaining operations. The financial 
statements of these subsidiaries are translated using the current rate method. Under this method, assets and 
liabilities are translated at the rate of exchange in effect at the balance sheet date, and revenue and expense 
items (including depreciation and amortization) are translated at the average rate of exchange for the 
month. The resulting exchange gains and losses are deferred and included as a separate component of 
shareholders’ equity in the cumulative translation account. 
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Stock-based compensation and other stock-based payments 

The Company has one share option plan (described in note 12) and accounts for grants under this plan in 
accordance with the fair value-based method of accounting for stock-based compensation. Compensation 
expense for stock options awarded under the plan is measured at the fair value at the grant date using the 
Black-Scholes valuation model and is recognized over the vesting period of the options granted. The 
Company estimates its forfeiture rate in order to determine its compensation expense arising from stock- 
based awards. In years prior to January 1, 2002, the Company recognized no compensation expense when 
shares or stock options were issued. 


Income taxes 

The Company uses the liability method to account for income taxes. Under this method, future income tax 
assets and liabilities are determined based on differences between financial reporting and the tax bases of 

assets and liabilities and measured using the substantively enacted tax rates and laws that will be in effect 

when these differences are expected to reverse. 


Earnings per share 

Basic earnings per share is computed based on the weighted average number of common shares 
outstanding during the year. Diluted earnings per share is computed using the treasury stock method, which 
assumes that the cash that would be received on the exercise of options is applied to purchase shares at the 
average price during the year and that the difference between the shares issued on the exercise of options 
and the number of shares obtainable under this computation, on a weighted average basis, is added to the 
number of shares outstanding. The impact of outstanding restricted shares, on a weighted average basis, is 
also added to the number of shares outstanding. Antidilutive options are not considered in computing 
diluted earnings per share. 


Allowance for doubtful accounts 

The Company maintains an allowance for doubtful accounts for estimated losses resulting from the 
inability to collect on its accounts receivable. The Company uses estimates in arriving at its allowance for 
doubtful accounts that are based, primarily, on the age of the outstanding accounts receivable and on its 
historical collection and loss experience. 


Recent accounting pronouncements 

a) Financial instruments, equity, and comprehensive income 

In January 2005, the CICA issued the new handbook Section 3855, “Financial Instruments—Recognition 
and Measurement”; Section 1530, “Comprehensive Income”; and Section 3251, “Equity,” effective for 
annual and interim periods beginning on or after October 1, 2006. These pronouncements further aligned 
Canadian GAAP with US GAAP (note 21) and will require the following: 


* Financial assets will be classified as either loans and receivables, held to maturity, held for trading, 
or available for sale. Held-to-maturity classification will be restricted to fixed maturity instruments 
that the Company intends and is able to hold to maturity and will be accounted for at amortized cost. 
Held-for-trading instruments will be recorded at fair value, with realized and unrealized gains and 
losses reported in net income. The remaining financial assets will be classified as available for sale. 
These assets will be recorded at fair value, with unrealized gains and losses reported in a new 
category of the consolidated balance sheets under shareholders’ equity called “Other Comprehensive 
Income” until the financial asset is disposed, at which time the realized gains or losses will be 


recognized in net income. Upon the initial adoption of these recommendations in fiscal 2007, 
the Company’s investments held for self-insured liabilities will be reflected as investments available 
for sale. 


e 


Financial liabilities will be classified as either held for trading or other. Held-for-trading instruments 
will be recorded at fair value, with realized and unrealized gains and losses reported in net income. 
Other instruments will be accounted for at amortized cost, with realized gains and losses reported in 
net income. 


Derivatives will be classified as held for trading unless designated as hedging instruments. 
All derivatives will be recorded at fair value on the consolidated balance sheets. 


Upon the initial adoption of these recommendations in fiscal 2007, accumulated other comprehensive 
income will be included on the consolidated balance sheets as a separate component of shareholders’ equity. 
Accumulated other comprehensive income will include, on a net of tax basis, net unrealized gains and 
losses on available-for-sale financial assets as well as unrealized foreign currency translation gains and 
losses on self-sustaining foreign operations, which is currently reflected in the Company’s cumulative 
translation account. 


The impact of recording the Company’s investment held for self-insured liabilities at fair value on 
January 1, 2007, will be to increase other assets by approximately $493,000 and increase opening 
accumulated other comprehensive income by approximately $481,000 (after-tax). Accumulated other 
comprehensive income will also decrease by the $24,844,000 balance currently reported in the Company’s 
cumulative translation account. Prior periods will not be restated. 


b) Accounting changes 

In July 2006, the CICA issued the new handbook Section 1506, “Accounting Changes,” effective for annual 
and interim periods beginning on or after January 1, 2007. This section establishes criteria for changing 
accounting policies, together with the accounting treatment and disclosure of changes in accounting policies, 
changes in accounting estimates, and the correction of errors. The disclosure is to include, on an interim 

and annual basis, a description and the impact on the Company of any new primary source of GAAP that 
has been issued but is not yet effective. This new standard is not expected to have a material effect on the 
Company’s financial position or results of operations. 


c) Financial instruments—disclosure and presentation 

In November 2006, the CICA issued the new handbook Section 3862, “Financial Instruments—Disclosures,” 
and Section 3863, “Financial Instruments—Presentation,” effective for annual and interim periods beginning 
on or after October 1, 2007. These pronouncements further aligned Canadian GAAP with US GAAP 

(note 21). Early adoption of these recommendations is permitted. Section 3862 requires companies to 
provide disclosures in their financial statements that enable users to evaluate a) the significance of financial 
instruments for the company’s financial position and performance and b) the nature and extent of risks 
arising from financial instruments to which the company is exposed during the period and at the balance 
sheet date and how the company manages these risks. Section 3863 establishes standards for the presentation 
of financial instruments. It addresses the classification of financial instruments between liabilities and equity; 
the classification of related interest, dividends, and losses and gains; and the circumstances in which 
financial assets and financial liabilities are offset. These new standards are not expected to have a material 
effect on the Company’s financial position or results of operations. 
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d) Capital disclosures 

In November 2006, the CICA issued the new handbook Section 1535, “Capital Disclosures,” effective 
for annual and interim periods beginning on or after October 1, 2007. This section establishes standards 
for disclosing information about a company’s capital and how it is managed in order that a user of the 
financial statements may evaluate the company’s objectives, policies, and processes for managing capital. 
This new standard is not cep eer to have a material effect on the Company’s financial position or results 
of operations. 


e) International financial reporting standards 

The CICA plans to converge Canadian GAAP for public companies with International Financial Reporting 
Standards (IFRS) over a transition period that is expected to end in 2011. The impact of the transition to 
IFRS on the Company’s consolidated financial statements has not yet been determined. 


2. Business Acquisitions 

Acquisitions are accounted for under the purchase method of accounting, and the results of operations 
since the respective dates of acquisition are included in the consolidated statements of income. From time 
to time, as a result of the timing of acquisitions in relation to the Company’s reporting schedule, certain of 
the purchase price allocations may not be finalized at the initial time of reporting. Purchase price 
allocations are completed after the vendors’ final financial statements and income tax returns have been 
prepared and accepted by the Company. Such preliminary purchase price allocations are based on 
management’s best estimates of the fair value of the acquired assets and liabilities. Upon finalization, 
adjustments to the initial estimates may be required, and these adjustments may be material. 


The purchase prices of acquisitions are generally subject to price adjustment clauses included in the 
purchase agreements. Such purchase price adjustments generally result in an increase or reduction to the 
promissory note consideration recorded at acquisition to reflect either more or less non-cash working 
capital realized than was originally expected. These purchase price adjustments, therefore, have no net 
effect on the original purchase price allocations. 


In the case of some acquisitions, additional consideration may be payable based on future performance 
parameters. As at December 31, 2006, there is no contingent consideration that may be payable in 2007 
or future years (2005 — $9,000). Additional consideration is recorded as additional goodwill in the period 
in which the contingency is resolved. 


Acquisitions in fiscal 2006 

On March 6, 2006, the Company acquired the shares and business of Carinci Burt Rogers Engineering, Inc. 
for cash consideration and promissory notes. This acquisition supplemented the Company’s buildings 
engineering capabilities and presence in the Greater Toronto Area. 


On April 14, 2006, the Company acquired the shares and business of Dufresne-Henry, Inc. for cash 
consideration and promissory notes. Along with complementing the Company’s New York operations, the 
acquisition expanded its services into four new states in New England and created an initial platform for 
growth in Florida. Dufresne-Henry, Inc.’s staff offer professional services in engineering, ee 
environmental sciences, and landscape architecture. 
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On May 12, 2006, the Company acquired the shares and business of ACEx Technologies, Inc. for cash 
consideration and promissory notes. This acquisition complemented the Company’s services in the areas of 
transit, rail and power communications, and control systems engineering and added new locations in 
Oakland, California, and Irving, Texas. 


During 2006, the Company adjusted the purchase price on the Dunlop Architects Inc. (2004), CPV Group 
Architects & Engineers Ltd. (2005), Keen Engineering Co. Ltd. (2005), Carinci Burt Rogers Engineering, 
Inc. (2006), Dufresne-Henry, Inc. (2006), and ACEx Technologies, Inc. (2006) acquisitions pursuant to 
price adjustment clauses included in the purchase agreements. 


During 2006, the purchase price allocations for the CPV Group Architects & Engineers Ltd., The Keith 
Companies, Inc. (Keith), the Keen Engineering Co. Ltd., and the Carinci Burt Rogers Engineering, Inc. 
acquisitions were finalized. The purchase price allocations for the Dufresne-Henry, Inc. and ACEx 
Technologies, Inc. acquisitions have not yet been finalized. The Company expects to finalize the purchase 
price allocations for the Dufresne-Henry, Inc. and ACEx Technologies, Inc. acquisitions during the first 
quarter of 2007. 


Acquisitions in fiscal 2005 

On August 3, 2005, the Company acquired the shares and business of CPV Group Architects & Engineers 
Ltd. for cash consideration. This acquisition strengthened the Company’s architecture and interior design 
presence in Canada. 


On September 15, 2005, the Company acquired the shares and business of Keith for a combination of cash 
consideration and Stantec common shares. Under the terms of the agreement, the number of common 
shares issued (6,657,552) as consideration was based on the average sale price of the Stantec common 
stock on the Toronto Stock Exchange for each of the 20 trading days ending on the second trading day 
prior to the closing of the merger, converted to US dollars for each trading day at the noon buying rate 
quoted by the Federal Reserve Bank of New York on such trading day. In order for the Keith transaction 
to qualify as a reorganization under the provisions of Section 368(a) of the U.S. Internal Revenue Code 
of 1986, a portion of Keith’s cash, at the time of acquisition, is subject to restrictions on its use. Generally, 
the restricted cash can be used to fund further acquisitions as well as future capital expenditures. The 
acquisition of Keith supplemented the Company’s urban land development services group along with 
increasing its multidiscipline engineering and consulting services by adding employees and offices 
throughout the western and midwestern United States. 


On October 1, 2005, the Company acquired the shares and business of Keen Engineering Co. Ltd. for cash 
consideration and promissory notes. This acquisition supplemented the Company’s building design services 
in Canada and the western United States. 


During 2005, the Company paid additional contingent consideration in connection with the Cosburn 
Patterson Mather Limited (2002) acquisition and finalized the purchase price allocations for The Sear- 
Brown Group, Inc. (2004), GBR Architects Limited (2004), and Dunlop Architects Inc. (2004) 
acquisitions. In addition, the Company adjusted the purchase price on the Ecological Services Group Inc. 
(2003), GBR Architects Limited (2004), and Dunlop Architects Inc. (2004) acquisitions pursuant to price 
adjustment clauses included in the purchase agreements. 
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Aggregate consideration paid 
Details of the aggregate consideration given and of the fair values of net assets acquired or adjusted for 
are as follows: 


Total Keith Other Total 
2006 2005 2005 2005 
_$000s__ __$000s_ __$000s__ __$000s__ 

Cashiconsidération Sess Lae sieht eee 13,321 107,062 11,200 118,262 
Share consideration! yo. ace hse se Lae — 125,540 — 125,540 
PLOMISSOLVaNOLES went eet eae rca eet 6,308 - og So See em 
Purchase price. iS. 2 it ees foe SA 19,629 232,602 13,953 246,555 
Assets and liabilities acquired at fair values 
Cash acquited gist uM me sSetioue pote eats oh ea 1,140 22,075 - 22,075 
Restrictedicash acquiredsiniivres ci .n.co sic au ew - 30,882 - 30,882 
Bank indebtedness ‘assumed... 10. 4c sete erence (1,787) - (4,196) (4,196) 
Non-cashworkine capital cass. cyst eeee 12,294 9,747 3,929 13,676 
Property and equipment. 6.3 oot cose 1 aa ee 3,078 Sho 991 6,742 
Investments: 32.5. 2S. eee eee oe - 32 - 32 
Goodwills ws waieup dt eeioaaerc chk ee Be 8,306 149,844 12,218 162,062 
Othierlong-ternv assets’) SAO! 25 eA eee - 554 — 554 
Intangible assets 

Chent-relanonships’ 22 2). ee se: a: eee 1,219 17,476 947 18,423 

Contract:backlog y22.cciedes. at Se Ve Ee 388 3,995 1,053 5,048 

Others yc ree oe eee 101 669 (139) 530 
Other long-termeliabilities (toc.3..14. seat ae (2,146) (1,380) 243 (1,137) 
Long term,debt. cats cal! epee ee (551) - (745) (745) 
Futuresncomejtaxes ih gus Ac ee ae ee (2,413) (8,226) (348) (8,574) 
Deferred'stock compensation ..si.0 sabe ance = 1,183 - 1,183 
Net.assetsiacqnired) 20.35 £00 60080 Bees Bi 19,629 232,602 13,953 246,555 


All of the goodwill is non-deductible for income tax purposes. 


At the time of acquisition, management estimates the exit costs of downsizing or closing offices occupied 
by the acquired entity. These costs are accrued in other long-term liabilities as part of the purchase price 
allocation (note 9). 


Pro forma data 

The following unaudited pro forma data presents information as if the acquisitions of CPV Group 
Architects & Engineers Ltd., Keith, Keen Engineering Co. Ltd., Carinci Burt Rogers Engineering, Inc., 
Dufresne-Henry, Inc., and ACEx Technologies, Inc. had occurred on January 1, 2005. This unaudited pro 
forma data is provided for information purposes only and is based on historical information. This unaudited 
pro forma data does not necessarily reflect the actual results of operations that would have occurred if these 
acquired entities and Stantec Inc. had comprised a single entity during the periods since January 1, 2005, 
nor is it necessarily indicative of the future results of the operations of the combined entities. 
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2006 2005 
(In thousands of Canadian dollars, 
except per share amounts) 


(Unaudited) 
PSPC IALSEOSS TOCCENAG «05 Fi neet la Secale 2 ae Sa als iil vi eps Sjoldeieie Bus 830,356 799,545 
RFE OMIM ARTIC TOUCINUICS TePNy CCE teats. occ « cok suc uglepeetie tc cron ob ea SE Sas octce, etaeseve 719,371 684,215 
EOMORMANTCLENCOME MLE tet tte tree ieee ee tn eel ee ec ieee vruaiens 59,987 49,289 
Basie-pro forma earings per sharers. <2. RE) aebeces oe hee ied os hee 1.33 Jolt 
Dikigedspro,formaicaraings per shatter. wc ..6.B te dy cess ce ot eee ena sues 1.31 1.08 
3. Property and Equipment 
2006 2005 
Accumulated Accumulated 
Cost Depreciation Cost Depreciation 
$000s $000s $000s $000s 

Engineering equipment <=... sawatit an. 20s 48,783 27,454 42,560 22,736 
Business information systems ............... 13,755 7,097 11,475 4,237 
OC ECCCUIPINICIN coed 3 ea ge on agers wears 25,315 12,760 23,030 10,071 
AULOMMOuVEe CqUIPMent Yo vo. c.f bee eas 6,765 3,850 5,263 2,867 
Beascnold miprovemients?..5 co). Aba h etias.e be 20,240 4,244 14,226 2,053 
BSUS ES C00 5 30) AINE & otc: Ore RU hye Zea 5,574 913 4,204 704 
CAN ie ae acs GS Bei tater tee 2 eta tee 895 - 429 ~ 

121,327 56,318 101,187 42,668 
INGtHOOKk Vales es. oes. Dette a eee 65,009 58,519 


Included in leasehold improvements is construction work in progress in the amount of $292,000 
(2005 — buildings — $337,000) on which depreciation has not started. 


4. Goodwill 


2006 2005 

$000s $000s 
Goodwill: DES UmMINe On Ue VERT ve cist 0 nee pene caine a Lei ee pas ones oe es 242,674 84,694 
CHC VEArACCuISNNODS) Shr re een et ae ones Tere eae tee me te 6,618 160,840 
Addmorial:punchiase price paymenisinw Sete) SR a. Ae ere - 700 
Other Purchase NICE ACIUSUMCRS oo ok, Bini e ccyicyegtenme icpdraleite Blous"Ooahayy wings Se eg 1,688 SOs 
Sip re ROC ORE CATO CL ea 8 es robe aus Ray Ot gslie creus dicuctn) koe Rie atte us ects vols 511 (4,082) 
Geodwill etd of the wear: iss ee eS ke RE ee ee 251,491 242,674 
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5. Intangible Assets 


2006 2005 
Gross Gross 
Carrying Accumulated Carrying Accumulated 
Amount Amortization Amount Amortization 
$000s $000s $000s $000s 
Chientrelauonships, <s.f a. 2 ae serene 26,140 4,692 24,914 232 
Contesctibacklooe. aN oa eee 4,316 3,587 4,900 1,219 
Otiner Brees: ci ceispn aoe eee 948 306 1,218 aT. 
31,404 8,585 31,032 3,728 
Carrying amount, 2 2.8. hoe 0 snes we 22,819 27,304 


Once an intangible asset is fully amortized, the gross carrying amount and related accumulated 
amortization are removed from the accounts. Other than goodwill, the Company has not recorded any 
intangible assets with indefinite lives. For intangible assets held as of December 31, 2006, the estimated 
aggregate amortization expense for each of the next five years is as follows: 


$000s 
DOT: Toga ete ek eee ei a ae ee 3,435 
DO OSI A Coe Tae ne te em ere ca ear CR Ae arene gee 2,706 
DOOD Gs A eauwicw ty oereee eer ee ee 2,642 
DOTORERS Rar AS SL eee heen mere ee UR eee eae 2,483 
PAO) lagers} 3 AR MR ea BRAT lah Bench a ae vec 2,470 
Theteaiter’ wes ce eres ce eee ee ee 9,083 
22,819 
6. Other Assets 
2006 2005 
$000s $000s 
Investments, heldstomself-insurediitabiiities ae nae eee are eee 22,720 16,857 
Investments. im. assmetated companies: a.) ch sam sates ic cote is cb Tov deere a, ls ose 1,347 1,545 
VESTIMERTS OU Ctensrs iene ike ar reine re ane Bi i Ae Ra ee 823 710 
Other Bia Sis, Bees ee eh SEE RTI eae Nn = 1,676 554 


26,566 19,666 
Less current portion of investments held for self-insured liabilities .......... _ 8,228 6,569 


18,338 13,097 


Investments held for self-insured liabilities consist of government and corporate bonds of $15,589,000 
(2005 — $14,013,000) and equity securities of $7,131,000 (2005 — $2,844,000). The bonds bear interest at 
rates ranging from 2.9 to 7.0% per annum (2005 — 3.0 to 6.8%). The estimated fair value of the bonds at 
December 31, 2006, was $15,458,000 (2005 — $13,721,000) and of the equities was $7,755,000 (2005 — 
$3,406,000). The term to maturity of the bond portfolio is $1,861,000 (2005 — $373,000) due within one 
year, $12,005,000 (2005 — $9,693,000) due from two to five years, and $1,723,000 (2005 — $3,947,000) 
due from six to 10 years. 
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7. Accounts Payable and Accrued Liabilities 


2006 2005 

$000s $000s 
Trade accounts, payable wit-vistiaw: dears ae: cited) elt Teldec nd. ze sik SM 26,188 26,784 
ETOMLOVeeTOnG PAyEOl LADEMULES Oy Aiki ic we the, kee Nees Seowre ete ws vse Sad 63,771 52,314 
FNCCIOCOMIA DIT CS meee meen es ort eter ng UNCON neni Be ptt ello 17,173 27,659 


107,132 106,757 


8. Long-Term Debt 


2006 2005 

$000s $000s 
INO IM CTEStaDeALINS TOLE DAV ADIC wis cmvsnis clined crema im +S dee eed 6! os, sim 6m 134 |ia% 
Geir mete DAV AUC te ee eee ee et ne he es 15935 5,643 
PS AtiKa) GAN rar eae ete ty tate ase Riese raves cote sa eat ER nd oa We ania eee Sued age 8,158 79,035 
BVI SES OY AD terme eth tet nacre ire heen amet Tale si ured scree anes oe la ~ 1,706 
Ce wands Ora tne ie ht SY Son soit AIS ae Ghali Sid "ls Mie oso. a7 ahatasfec wa - 193 


16,227 86,699 
beSs CUIFERE POTION UP eee TEL PS eos e AEM Se BARE TE 4,181 4,813 


12,046 81,886 


The non-interest-bearing note payable is due November 1, 2027, in the amount of $933,000. The note’s 
carrying value of $134,000 is determined using a discount rate of 9.75%. If the non-interest-bearing note 
payable were discounted at interest rates in effect at December 31, 2006, the fair value of the note would 
be $203,000 (2005 — $184,000). 


The carrying values of the other notes payable have been calculated using a weighted average rate of 
interest of 4.7% and may be supported by promissory notes. The notes are due at various times from 2007 
to 2009. The aggregate maturity value of the notes is $8,154,000 (2005 — $5,985,000). As at December 31, 
2006, $1,357,000 of the notes’ carrying value was payable in US funds (US$1,164,000). As at December 
31, 2005, there were no US-dollar notes outstanding. The carrying value of the other notes payable 
approximates their fair value based on interest rates in effect at December 31, 2006. 


The Company has a revolving credit facility in the amount of $160 million that expires on August 31, 
2009. This facility is available for acquisitions, working capital needs, capital expenditures, and general 
corporate purposes. Depending on the form under which the credit facility is accessed, rates of interest will 
vary between Canadian prime, US base rate, or LIBOR rate or bankers acceptance rates plus 65 or 85 basis 
points. As at December 31, 2006, $8,158,000 of the bank loan was payable in US funds (US$7,000,000). 
As at December 31, 2005, $29,075,000 of the bank loan was payable in US funds (US$25,000,000). Loans 
may be repaid under the credit facility from time to time at the option of the Company. The average 
interest rate applicable at December 31, 2006, was 6.00% (2005 — 4.34%). The credit facility agreement 
contains restrictive covenants, including, but not limited to, debt to earnings ratio and earnings to debt 
service ratio. The Company was in compliance with all the covenants under this agreement as at and 
throughout the year ended December 31, 2006. All the assets of the Company are held as collateral under 
a general security agreement for the bank loan. 


The funds available under the revolving credit facility are reduced by any outstanding letters of credit. 
At December 31, 2006, the Company had issued and outstanding letters of credit totaling $1,949,000 
(2005 — $1,070,000) that expire at various dates before January 2008. These letters of credit were issued 
in the normal course of operations, including the guarantee of certain office rental obligations. At 
December 31, 2006, $149,893,000 was available in the revolving credit facility for future activities. 


In 2006 the Company paid out in full all mortgages payable. The average interest rate applicable at 
December 31, 2005, was 7.67%. 


The principal repayments required on long-term debt in each of the next five years and thereafter are 
as follows: 


$000s 

DOT a seiead acto csee Ate eae oe ee Meme nice so ee 4,181 
ZOOS sia Teitc was ouacutest aide cus rok te eae are eae 3,032 
2009 2 ee Oe e EER Res SER eee 8,880 
QOT Oy: rs UN Pee See SEAS Dh SERIE Eta Hove, eee — 
QO Lied rie oe O2aR ere he ae Ee iy ae - 
‘Thereafter: 14 eine aa a a a ee Oe ee ae 134 

16.227 


The interest incurred on long-term debt in 2006 was $2,612,000 (2005 — $2,000,000; 2004 — $2,219,000). 
In 2006 total interest expense, net of interest income, was $1,892,000 (2005 — $571,000; 2004 — $2,805,000). 


9. Other Liabilities 


2006 2005 

$000s $000s 
Provision for self-insured liabilities .............. cach pehtet oth caetiotae toa 16,041 11,346 
Deférréd. painon sale leaseback— sau irc porno oe er ee eee 6,187 6,624 
Lease. mducement benefits 5 ire ee ae ee ee ee 10,499 7,997 
Liabilities on leaSere xdty aA CULV 1UICS meres ees ee eae en are aaa 2,833 22k 
Other “8 SEU SRR TE Sine Se STON Sih REO OTT FS) See ae 2,333 1,021 


37,893 29,239 
Less current, portion ifictuded im-accried ltabilities cand rss eae eee aa oe 4,332 4,475 


33,561 24,764 


Provision for self-insured liabilities 

Effective August 1, 2003, the Company began self-insuring a portion of its estimated liabilities that may arise 
in connection with reported legal claims (note 11). This provision is based on the results of an actuarial 
review performed in 2006 and 2005, with the current and long-term portion determined based 

on the actuarial estimate provided. At December 31, 2006, the long-term portion was $14,492,000 

(2005 — $10,288,000). 


2006 2005 

$000s $000s 
Provision, beginning of the: yeatarmme 231 ssh 1d LB ae, ails ee ta ee 11,346 5,236 
Current:year. provision. |. ais oa ayes phil bs an le tt os ee a tated cars 6,329 8,244 
Paynienttorclaims setilement :... casvdy.c:4 atx aie ote Re i ey (2,087) (2,134) 
Impact of foreign exchange :s..'0.7 eae bak tes re eee ie tera teeter te are 453 = 
Provision, end of the year :.33, 520 cee. ak eas oes ote ee a 16,041 11,346 
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The self-insured liability increased during 2006 primarily due to new claims incurred and reported since 
the end of 2005. Claim settlements of $2,087,000 were made in 2006 (2005 — $2,134,000). The timing of 
such settlement payments is dependent upon the resolution of case-specific matters and may extend over 
several months or years. 


Deferred gain on sale leaseback 

In 2004 the Company completed the sale of its office building in Edmonton, Alberta, (included in buildings 
and land) for cash’ proceeds of $34,500,000. Concurrent with the sale, the Company leased the property 
back for a period of 15 years. The lease is accounted for as an operating lease. The resulting gain of 
$7,103,000 was deferred and is being amortized over the lease term. i 


Liabilities on lease exit activities 

Charges are accrued when management closes offices in existing operations or finalizes plans to downsize 
offices in locations assumed from an acquiree upon a business acquisition. Included in the liability is the 
present value of the remaining lease payments, reduced by estimated sublease rentals that can reasonably 
be obtained. 


2006 2005 
$000s $000s 
Liabilitysbeginiing ofthe sear 2.05 ene.) Sa RIGO, 2 23251 2807 
Current year provision: ' 
Pas Red SDE CXIStIND ODCTATONS tee aot. sok Cue rl gata aces 96 609 
ResuMAS TOOT ACQUISIUONS. - 2 aca ssnaw bee genen ot eater cuercrccra 2,146 276 
Payment or reductions: 
Impacting administrative and marketing expenses ...............2.00005 (1,649) (1,103) 
Ininacting, the purchase price Allocation 4 ape sicecstnarunt > aychA"s seule carneins gkersko ous ~ (325) 
Hap acon WOLClOUCXCNANEE cet ie acti oe aca SE ti Grae © ee ule aS (11) (23) 
D251 


Liability jend:oftthe years: tone. Qugaiehaqnnose RRs Gheee lest 250 2,833 


10. Commitments 
Commitments for annual basic premises rent under long-term leases and for equipment and vehicle 
operating leases for the next five years are as follows: 


$000s 

DOO aie: Vee Mes ee BE A cE ERR. 1, We eas Th ah a 35,748 
DAD OFS. tar cB Re tal yc an riegd ue oc ot ame a oS ART i COA 30,365 
PAO alls 3 68g ere ah Re aati 8 arnt ae cee Gta n 2 una MRE 27,136 
DONO eerste eerie ahs Co escent Rey cost caste |< vortrod sie wary Geen as 23,739 
PO Til eaaeed si ater 2 VENI 8 EPA SRD EUSA BOR OED ceed ee 19,294 
TH SYEAREH IIS Oe eye ek ere me nc arte Rae ECR ge rk ane pare 74,678 

210,960 


The premise rental expense for the year ended December 31, 2006, was $35,724,000 (2005 — $29,282,000; 
2004 — $25,116,000). 


In connection with acquisitions performed in the year, we entered into commitments to pay retention 
bonuses of $5.1 million over the next three years to May 13, 2009. 
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11. Contingencies and Guarantees 

In the normal conduct of operations, various legal claims are pending against the Company alleging, 
among other things, breaches of contract or negligence in connection with the performance of consulting 
services. The Company carries professional liability insurance, subject to certain deductibles and policy 
limits, and has a captive insurance company that provides insurance protection against such claims. In 
some cases, parties are seeking damages that substantially exceed the Company’s insurance coverage. 
Based on advice and information provided by legal counsel, the Company’s previous experience with the 
settlement of similar claims, and the results of the annual actuarial review, management believes that the 
Company has recognized adequate provisions for probable and reasonably estimable liabilities associated 
with these claims and that their ultimate resolutions will not materially exceed insurance coverages or have 
a material adverse effect on the Company’s consolidated financial position or annual results of operations. 
Management cannot estimate the extent to which losses exceeding those already recorded in the financial 
statements may be incurred. 


In the normal course of business, the Company provides indemnifications and, in very limited 
circumstances, bonds, which are often standard contractual terms, to counterparties in transactions such 
as purchase and sale contracts for assets or shares, service agreements, and leasing transactions. The 
Company also indemnifies its directors and officers against any and all claims or losses reasonably 
incurred in the performance of their service to the Company to the extent permitted by law. These 
indemnifications may require the Company to compensate the counterparty for costs incurred as a result 
of various events, including changes in or in the interpretation of laws and regulations, or as a result of 
litigation claims or statutory sanctions that may be suffered by the counterparty as a consequence of 
the transaction. The terms of these indemnifications will vary based upon the contract, the nature of 
which prevents the Company from making a reasonable estimate of the maximum potential amount that 
it could be required to pay to counterparties. The Company carries liability insurance, subject to certain 
deductibles and policy limits, that provides protection against certain insurable indemnifications. 
Historically, the Company has not made any significant payments under such indemnifications, and no 
amounts have been accrued in the accompanying consolidated financial statements with respect to these 
indemnifications. 
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12. Share Capital 


Authorized 
Unlimited 
Unlimited 


Common shares, with no par value 
Preferred shares issuable in series with attributes designated by the Board of Directors 


Common shares issued and outstanding 


Balance, beginning 
of the year ..... 
Share options 
exercised for cash 
Stock-based 
compensation 
expense 
Shares repurchased 
under Normal 
Course Issuer Bid 
Reclassification of 
fair value of stock 
options previously 
expensed 
Shares issued on 
acquisition ..... 
Shares issued on 
vesting of 
restricted shares . 
Restricted shares 
issued on 
acquisition ..... 
Share issue costs . . 


Balance, end of 
the year . 2... 


2006 


Shares 


# $000s 


44,626,262 210,604 37,742,170 


607,080 1,865 
(51,600) (243) 
239 

20,043 316 
45,201,785 212,781 


2005 


Shares 


# $000s 


87,656 


240,140 961 


(13,600) (33) 
159 


6,657,552 123,365 


(1,504) 


Shares 
# 


36,654,568 


1,146,202 


(58,600) 


Capital Stock 
2004 


$000s 


84,281 


3,490 


(134) 


87,656 


2006 


$000s 


5,522 


1,078 


(6) 


(239) 


(897) 


5,458 


$000s 


2,544 


963 


(1) 


(159) | 


5,522 


Contributed Surplus 
2005 


2004 


$000s 


1,842 


725 


(4) 


(19) 


2,544 


During 2006, 51,600 common shares (2005 — 13,600; 2004 — 58,600) were repurchased for cancellation 
pursuant to an ongoing Normal Course Issuer Bid at a cost of $1,016,000 (2005 — $195,000; 2004 — 
$720,000). Of this amount, $243,000 and $6,000 (2005 — $33,000 and $1,000; 2004 — $134,000 and 
$4,000) reduced the share capital and contributed surplus accounts, respectively, with $767,000 (2005 — 
$161,000; 2004 — $582,000) being charged to retained earnings. 


During 2006, the Company did not incur any share issue costs. During 2005, the Company incurred share 
issue costs of $1,969,000 less a future tax recovery of $465,000. 
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During 2006, the Company recognized a stock-based compensation expense of $2,224,000 (2005 — 
$1,814,000; 2004 — $1,014,000) in administrative and marketing expenses. Of the amount expensed, 
$1,078,000 related to the fair value of options granted (2005 — $963,000; 2004 — $725,000), $576,000 
related to deferred share unit compensation (2005 — $519,000; 2004 — $289,000), and $570,000 related to 
the restricted shares issued on the Keith acquisition (2005 — $332,000). The fair value of options granted 
was reflected through contributed surplus; the deferred share unit compensation was reflected through 
accrued liabilities; and the restricted shares were reflected through deferred stock compensation. Upon the 
exercise of share options for which a stock-based compensation expense has been recognized, the cash paid 
together with the related portion of contributed surplus is credited to share capital. Upon the vesting of 
restricted shares for which a stock-based compensation expense has been recognized, the related portion of 
contributed surplus is credited to share capital. 


On May 4, 2006, the shareholders of the Company approved the subdivision of its issued common shares 
on a two-for-one basis, effective for registered common shares at the close of business on May 19, 2006. 
All references to common shares, per share amounts, and stock-based compensation plans in these 
consolidated financial statements have been restated to reflect the stock split on a retroactive basis. 


Share options 

Under the Company’s share option plan, options to purchase common shares may be granted by the Board 
of Directors to officers and employees. Options are granted at exercise prices equal to or greater than fair 
market value at the issue date, generally vest evenly over a three-year period, and have contractual lives 
that range from seven to 10 years. The aggregate number of common shares reserved for issuance that may 
be purchased upon the exercise of options granted pursuant to the plan shall not exceed 4,514,126 common 
shares (on a postsplit basis). At December 31, 2006, 2,643,668 options were available for issue. 


The Company has granted share options to officers and employees (and to directors prior to May 1999) 
to purchase 1,702,784 shares at prices between $1.80 and $20.42 per share. These options expire on dates 
between February 5, 2007, and August 29, 2013. 


2006 2005 2004 
Weighted Weighted Weighted 
Average Average Average 
Exercise Exercise Exercise 
Shares Price Shares Price Shares Price 
# $ # $ # $ 
Share options, 
beginning of the year 1,876,528 6.94 2,142,666 6.67 2,958,200 4.64 
GIGMted Sanaa erie 471,000 20.40 - - 334,000 12.25 
Exercised .......... (607,080) 3.07 (240,140) 4.00 (1,146,202) 3.05 
Cancelled ap #5 ji d«-2 (37,664) 12.48 (25,998) 11.85 (3,332) 9.20 
Share options, end of 
the years on0 1,702,784 11.92 1,876,528 6.94 2,142,666 .67 
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The options held by directors, officers, and employees at December 31, 2006, were as follows: 


Options Outstanding Options Exercisable 
Weighted Weighted Weighted Weighted 
Range of Average Average Average Average 
Exercise Remaining Exercise Shares Remaining Exercise 
Prices Outstanding Contractual Price Exercisable Contractual Price 
$ # Life in Years $ # Life in Years $ 
1.80 238,000 0.10 1.80 238,000 0.10 1.80 
3.50 21,000 0.29 3.50 21,000 0.29 3.50 
7.25— 9.42 283,800 3.09 7.88 283,800 3.09 7.88 
10.50 — 13.55 693,984 4.80 11.61 479,320 4.46 11.17 
20.37 — 20.42 466,000 6.65 20.40 = ss - 
1.80 — 20.42 1,702,784 4.31 11.92 1,022,120 2.98 7.92 


The fair value of options granted subsequent to January 1, 2002, is determined at the date of grant using 
the Black-Scholes option-pricing model. The Black-Scholes option valuation model was developed for use 
in estimating the fair value of traded options that have no vesting restrictions and are fully transferable. 

In addition, option valuation models require the input of highly subjective assumptions, including expected 
stock price volatility. Because the Company’s employee stock options have characteristics that are 
significantly different from those of traded options, and because changes in subjective input assumptions 
can materially affect the fair value estimate, in management’s opinion the existing models do not 
necessarily provide a reliable single measure of the fair value of the Company’s employee stock options. 


The estimated fair value of options granted both at the share market price on the grant date and in excess of 
the share market price on the grant date was determined using the weighted average assumptions indicated 
below. No options were granted in 2005. 


2006 2004 
Granted Granted 
at Market at Market 
Rsk iree anterest rate We) auc ee eecie ee ede ote Res oe 4.05 4.07 
Expected hold period to ‘exercise (years). 5.2 oo a stereo. sane wae we eae 6.0 6.0 
Volatility in the price of the Company’s shares (%) ...............- 29.4 26.1 
Weighted average fair value per option (GS)... ...22 5 6.400555 vane 7.59 4.23 


The expected volatility was based on the historical volatility of the Company’s stock over a period 
commensurate with the expected term of the stock option. The risk-free interest rate for the expected life of 
the options was based on the yield available on government bonds, with an approximate equivalent 
remaining term at the time of the grant. Historical data was used to estimate the expected life of the option. 
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A summary of the status of the Company’s non-vested options as of December 31, 2006, and of changes in 
the year is as follows: 


Number of Shares Weighted Average 
Subject to Option Grant Date Fair Value 
# $ 

Non-vested share options, beginning of the year ..... 488,259 3.67 
CSPANLER ate A Ns sac, cet ek oes oe ee a ee ee 471,000 7.59 
VeStCUMie theca cater tos nie near eet a ence ei eae (243,931) 3.78 
Cancelled. Tee, POT EE Ue tere et ene Pie rere (34,664) 4.59 
Non-vested share options, end of the year 680,664 6.29 


As of December 31, 2006, 680,664 options remained unvested, and a total unrecognized compensation cost 
of $3,181,000 related to the Company’s stock option plans. This cost is expected to be recognized over a 
weighted average period of 2.23 years. 


For all outstanding options at December 31, 2006, the aggregate intrinsic value was $22.7 million. For 
fully vested share options and share options expected to vest at December 31, 2006, the aggregate intrinsic 
value was $22.3 million. For options exercisable at December 31, 2006, the intrinsic value at December 31, 
2006, was $17.7 million. The total intrinsic value of options exercised during the years ended December 
31, 2006, 2005, and 2004, was $9.8 million, $2.7 million, and $10.7 million, respectively. 


Deferred share units 

Under the Company’s deferred share unit plan, outside directors of the Company may receive deferred 
share units equal to one common share. Upon death or retirement, deferred share units are paid out to the 
directors in the form of cash at the market price of the Company’s common shares on the last trading day 
of the month of death or retirement. Deferred share units cannot be paid in the form of Company shares. In 
2006, $159,000 deferred share units were paid (2005 — nil; 2004 — $120,000). These units are recorded at 
fair value based on the current market price of the Company’s common shares. As at December 31, 2006, 
48,000 units were outstanding (2005 — 40,000; 2004 — 20,800). 


Restricted shares 

In 2005 the former shareholders of Keith received restricted shares in connection with the acquisition of 
Keith. These restricted shares vest over a period ending April 1, 2008. Upon the vesting of restricted 
shares, common shares are issued. As at December 31, 2006, 55,666 restricted shares were outstanding 
(2005 — 117,392; 2004 — nil). 


13. Cumulative Translation Account 

The foreign currency cumulative translation account represents the unrealized gain or loss on the 
Company’s net investment in self-sustaining US-based operations. The change in the cumulative translation 
account during the year relates to the fluctuation in the value of the Canadian dollar relative to the US 
dollar. Balance sheet accounts denominated in US dollars have been translated to Canadian dollars at the 
rate of 1.1654 (2005 — 1.1630; 2004 — 1.2020). 


2006 2005 2004 

$000s $000s $000s 
Cumulative translation account, beginning of the year ........ (25,575) (19,018) (13,861) 
Current year deferred translation adjustment ................ 731 (6,557) (6,157) 
Cumulative translation account, end of the year .......... (24,844) (25,575) (19,018) 
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14. Income Taxes 
The effective income tax rate in the consolidated statements of income differs from statutory Canadian tax 
rates as a result of the following: 


2006 2005 2004 
% % % 
Income tax expense at statutory Canadian rates ............. 34.1 34.8 34.7 
Increase (decrease) resulting from: 
Income from«asseciated.companies ©. 205. cxvis Wek sais os sas (0.1) (0.1) (0.3) 
Kate diserential on foreranancome’.... 6 iva a ences ove ee 1.1 0.7 (2.0) 
Non-deductible expenses: 
Rica cand: entemainment:. + «)s ges sasha xa ack ove vee ee 0.9 1.1 1.4 
SHOCK COMIPENSAUOM a2 aps Segre So Mes een hens TOT ae 0.3 0.5 0.6 
Non-taxable foreign income net of non-creditable 
WaIHOMING AAXES 1 ee eee nent aoe ee ett in er eee (2.9) (1.6) (1.3) 
RMI eS: MAUR es eI is nea eee teeny see SS oe See Sd (0.7) (0.4) (0.7) 
32.7 35.0 32.4 


Since the Company operates in several tax jurisdictions, its income is subject to various rates of taxation. 
The details of income before income taxes are as follows: 


2006 2005 2004 
$000s $000s $000s 
Tuy 1S site ae 5 Siete AARP Rae ae a re ie cee an 79,109 61,323 48,111 
PORGISIN Er PRO URE oh eens Sores ste ee A eee 10,315 lel (3,451) 
Totalbincome Delore INCOME taxes ae tt ae ey eee 89,424 62,500 44,660 
The details of the income tax expense (recovery) are as follows: 
2006 2005 2004 
$000s $000s $000s 
GUTEEN Ee DOMES LlGitg reenter sl asseiel a Casteonaiarie Cea eh nota eee 25,766 QD L244 
OPEL aemad feet See Oe OE Sic seams Fain nla. Si 5,718 563 341 
Tetalicurrentiexpensen a. tire eRe Sak FA tae wos v's Bes 31,484 TSS - 18,065 
| EU si otc eed D8 01355 (C+ ny pepe dh ai ae hg it a eco re EMER ye ORR ra 725 5 (566) 
POLeI OTs ee ee ea hee hae are (2,967) 138 (3,029) 
Tetakiutire-expetisets Maya 54.5 LPP PSR HP AIOE (2,242) 143 (3,595) 
Total: DOMESTICEP EES bite ates chen Geet eras 26,491 Deal 17,158 
dB CC LIN gen bass Set eg MPa Cole age eee aE 2,751 701 (2,688) 
Totalincome tax Oxpenses ss 2h). ae Ac N, eee ao a 29,242 21,878 14,470 
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Significant components of the Company’s future income tax assets and liabilities are as follows: 


2006 2005 
$000s $000s 
Future income tax assets 
Differences in timing of deductibility of expenses ..................404. 12,599 13,470 
Loss,carryforwardss, .'....23 2); «synthase wag 2 stals eee pra/ eves oes eee eae ee 4,199 4,670 
Share issne and other financing costs» 5.0..052c.c oil hw oe eee 347 519 
Tax cost of property and equipment in excess of carrying value ........... st 332 357 
Deterred: gain on sale'‘of building 22.05. 25 fee aces eee 1,359 Lo 
CHDSRY So se CP Ss Ie eg Ge a ie 859 W412 
19,695 21,641 
Less: ¢urrenit portions) I Pe es gk aa one nd os ae ee 9,711 14,827 
9,984 6,814 
2006 2005 
$000s $000s 
Future income tax liabilities 
Cash to accrual adjustments on acquisitions of US subsidiaries ............ 2,512 - 
Differences.in timing of taxability of revenues 23. cn et eee 10,463 15,287 
Carrying value of property and equipment in excess of tax cost ........... 7,970 7,304 
Carrying value of intangible assets in excess of tax cost ................. 8,822 10,625 
ORE ieraccicg day sine 3s aaa ae ee en eee 742 598 
30,509 33,814 
Less current POTtiOns 4 bce. advocate eee UA ee eee 12,236 S52 
18,273 16,262 


At December 31, 2006, loss carryforwards of approximately $3,541,000 are available to reduce the taxable 
income of certain Canadian subsidiaries. These losses expire as set out below: 


$000s 
v4 A Sanaa pate Rls OREN te NT Ne QM TRS eC ote, a Tose Sn - 
OWS Se ahnceemeena Sere we Sate EM OREN © AN Gw con cats 541 
DOOD 5st cata uve Sa ape chen of PUI Rae ehanvh Sed ne ce a 66 
ZL O50 sareemccas ese o ns cca OS hea ean ase eee ee CA 
AULA wapatre igpernten ss cn ate Sue Coons vat mnararst ireiersaon ae alee maton stcn a 663 
ZO LSS, OF PIU Sa SR pana eee sada Rte 18 
ZOZB: « roxcencometivrnemiate puis pin tae Vomge Jo a he es sae 1,276 

3,541 


In addition, the Company has loss carryforwards of approximately $7,885,000 that are available to reduce 
the taxable income of certain US subsidiaries and that expire at varying times over the next 20 years. 


The potential income tax benefits that will result from the application of Canadian and US tax losses have 
been recognized in these financial statements. 
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15. Earnings Per Share 


The number of basic and diluted common shares outstanding, as calculated on a weighted average basis, 


is as follows: 


2006 
# 
Basic shares outstanding ................ 00.0.0 .0 eee uee 45,068,266 
Share options (dilutive effect of 1,702,784 options; 
Z005i= 1,8 10:528: 2004 43208 2,666)) one eine eae nee we 648,430 
Restricted shares (dilutive effect of 55,666 restricted shares; 
Be ES) EN RING A CER ge re eee Pe a Sr ae a 74,813 
Diluted shares outstanding .......................0.005 45,791,509 


2005 
# 


39,840,234 
1,067,584 


34,414 
40,942,232 


2004 
it 


36,999,196 
1,015,382 


38,014,578 


In 2004, 60,000 antidilutive options were not considered in computing diluted earnings per share. 


16. Cash Flows From (Used In) Operating Activities 


Cash flows from operating activities determined by the indirect method are as follows: 


2006 
$000s 
CASH FLOWS FROM OPERATING ACTIVITIES 
UKE CpIC ONG TOME RV EAE riers Coste wise fetes catenin aula 60,182 
Add (deduct) items not affecting cash: 
Depreciation of property and equipment ................. 15,604 
Amortization of intangible @ssets ... ci 42s Sb eeccie ceca: 6,132 
REPEC OLGA Ka ny are ied hots inst aaerd ee alaqeinds Seiseere (2,242) 
Loss (gain) on dispositions of investments 
And PEQMEILY ANG COMIDMICNE ihe. .y sre kt cress ane (1,238) 
Stock-based compensatiom expense): 3.00. G1. can. cone es 2,224 
Provision for self-insured liability” |. 50. bas see Se ee ae 6,329 
CHCE HON CASIILEINIS Traten eat Taots Ls trey bes eco any Aes eee (994) 
Share of income from equity investments ................ (285) 
Dividends fromm equity WVESIMCMIS. 2 Acc). ole egw avelnmi ge eres oe 450 
86,162 
Change in non-cash working capital accounts: 
ACRONIS TECELVADIC rattan Gort oc. sicctere a exc sane kent aes (15,345) 
Costs and estimated earnings in excess of billings ......... 24,257 
Prepaigexpeuses. 5 aardge ty doves Eade Set nea Pe EE (269) 
Accounts payable and accrued liabilities ................. (3,958) 
Billings in excess of costs and estimated earnings.......... 4,590 
Income taxes payable/recoverable ........ WAST aes (2,048) 
aad. 
Cash flows from operating activities .................... 93,389 
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(8,033) 


17. Joint Ventures 
The Company participates in joint ventures with other parties as follows: 


Percentage Owned 
2006 2005 2004 
si % % 

VyCCES JomtVenturee ls APN ae... ssiscse bvwkavete nates 17 20 20 
Stantee + Sd Partnership sean nut mm. Gacees AY oarige eee. 50 50 50 
Cole StantecJomt: Ventire@envte? ..... saz adds dadesey ss oeacd n/a n/a 50 
Edmonton International Airports Joint Venture ................ 33 33 33 
Pine-Creek Consultants. JompaVventire Co ee ee ee 33 33 33 
Dunlop J6imt Ventures. 2.0, acta. clennae es on eae eee ere 33-80 33-80 33-80 


Stantec Architecture Ltd./J.L. Richards & Associates Joint Venture 50 50 n/a 


As part of the acquisition of Dunlop Architects Inc. (Dunlop), the Company acquired the interests of 13 
joint ventures entered into by Dunlop, with 11 remaining active as at December 31, 2006. The interest held 
in these joint ventures ranges from 33 to 80%, and each is project specific. 


A summary of the assets, liabilities, revenues, expenses, and cash flows included in the consolidated 
financial statements related to joint ventures is as follows: 


2006 2005 2004 
$000s $000s $000s 
Statements of income : 
GOSSTEVEMT STR Whe aa ROR ein 2 ee re 4,451 5,941 1,186 
Subconsultantrand other direct expenses .... 2... sees ss she 4,612 5,072 894 
Administrateve and marketinpyexpenses.. 22.5.2 syeye sae oe 75 147 a7 
Net (loss) income for the NOM ena Momeni Sage ci o | (236) wi22 75 
Balance sheets 
(UERETIC- ASSCTSNE 5c HERR ae ce ees er a 2,086 3,743 3,445 
Gurrént labilitiesWysx cienkeenas acer eater ei acer ee 1,800 2,842 2,822 
Statements of cash flows 
Cash flows from (used in) operating activities ................ 173 (488) (274) 


18. Segmented Information 

The Company provides comprehensive professional services in the area of infrastructure and facilities 
throughout North America and internationally. The Company considers the basis on which it is organized, 
including geographic areas and service offerings, in identifying its reportable segments. Operating 
segments of the Company are defined as components of the Company for which separate financial 
information is available that is evaluated regularly by the chief operating decision maker in allocating 
resources and assessing performance. The chief operating decision maker is the Chief Executive Officer 
of the Company, and the Company’s operating segments are based on its regional geographic areas. 


In 2006 the Company had three operating segments (2005 — five operating segments) that were aggregated 
into the Consulting Services reportable segment. Prior to 2005, the Company had eight operating segments, 
six of which were aggregated into Consulting Services. The two remaining operating segments (Design 
Build and Technology), which were below the quantitative thresholds in the recommendations of the 
CICA, were disclosed in the Other reportable segment. During 2004, the Company sold the operations 
relating to the Design and Technology segments. These operations were not presented as discontinued 
operations, because the amounts were not material. 
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Geographic information 
Property and Equipment, 
Goodwill, Intangible Assets 


2006 2005 

$000s $000s 
COV Be! xen en SMa gt eral ae a ic lod ase eh i ck Ah tn cl oti ate 106,497 104,463 
UICC ESTATES Reece er fet eet PURE TIT OO AY, SURREY Teate Cie 1 prer sets) 232,387 223,593 
TNCENM ATION A gts oo cree sR oak oe STS ISA ts On Pct cum Meas yearn a mime aes oat peed 435 44] 


339,319 328,497 


Geographic information 
Gross Revenue 


2006 2005 2004 

$000s $000s $000s 
Canad Ageia ie PE RL ACRE Ran wee gue, Metin LIS 461,281 380,471 325,844 
NONI GHS fa (eS eter escent re ep EN rer oS eG NS ch cach 348,055 233,428 190,362 
INteENAtiOn ale eaeeace es craw We eee eh et iat cee hs as 6,797 4,121 4,673 


816,133 618,020 520,879 
Gross revenue is attributed to countries based on the location of the work performed. 


Practice area information 
Gross Revenue 


2006 2005 2004 
$000s $000s $000s 
Consulting Services 
UNG GS sree se aheren arte re ihe sig De tiste's enema ene 184,254 147,432 98,020 
EMV ITOMIM Nt wer gac reese eur cc ien cir ee wot eah neater eator ors 149,376 103,353 104,630 
Industiaré: Project Manavenient. eee ss che. hoe eae 94,806 67,834 56,929 
PREADSDOL(At OMe tron: Ay ais cd wise wears octal a is nba acne Cera 106,026 90,559 91,389 
Wibanmleandercwenre ratte r tn eee er heer real ee ee 281,671 208,842 168,846 


816,133 618,020 519,814 
OSD, Sere ts eo Tee Be, Sea ae een - _ 1,065 


816,133 618,020 520,879 
Comparative figures are restated due to a realignment of practice areas in 2006. 
Customers 


The Company has a large number of clients in various industries and sectors of the economy. Gross revenue 
is not concentrated in any particular client. 
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19. Forward Contract 

As at December 31, 2006, the Company had entered into a foreign currency forward contract that provided 
for the sale of US$4.5 million at the rate of 1.1608 per US dollar. This derivative financial instrument was 
entered into to mitigate foreign currency fluctuation risk on net operating assets denominated in US 
dollars. The fair value of this contract, estimated using market rates at December 31, 2006, was a loss of 
$19,167. During 2006, the unrealized loss relating to this derivative financial instrument was recoleds in 
foreign exchange gains. No forward contracts were outstanding at December 31, 2005. 


20. Investment Tax Credits 

Investment tax credits arising from qualifying scientific research and experimental development efforts 
pursuant to existing tax legislation are recorded as a reduction of the applicable administrative and 
marketing expenses when there is reasonable assurance of their ultimate realization. Investment tax credits 
of $500,000 (2005 — $1,239,000; 2004 — $426,000) were recorded and reduced administrative and 
marketing expenses in 2006. 


21. United States Generally Accepted Accounting Principles 

The consolidated financial statements of the Company are prepared in Canadian dollars in accordance with 
accounting principles generally accepted in Canada (Canadian GAAP) that, in most respects, conform to 
accounting principles generally accepted in the United States (US GAAP). The following adjustments and 
disclosures would be required in order to present these consolidated financial statements in accordance 
with US GAAP. Investments in joint ventures are accounted for using the equity method under US GAAP, 
whereas Canadian GAAP requires the proportionate consolidation method. As permitted by the U.S. 
Securities and Exchange Commission, no disclosure of the effect of this difference is required. 


a) Net income and comprehensive income 
There are no identifiable material items that would result in a change in net income presented under 
Canadian and US GAAP. 


Comprehensive income is measured in accordance with Statement of Financial Accounting Standards 

No. 130, “Reporting Comprehensive Income” (SFAS 130). This standard defines comprehensive income 
as all changes in equity other than those resulting from investments by owners and distributions to owners 
and includes adjustments arising on the translation of self-sustaining foreign operations. As well, under US 
GAAP, comprehensive income includes the difference between the recorded and fair value of the 
Company’s investments held for self-insured liabilities since these investments are classified as available 
for sale (note 6). Canadian GAAP does not yet require similar disclosure. 


Statement of Comprehensive Income 


Net income under Canadian and US GAAP ..........¢.....5.. 


Other comprehensive income, net of tax: 
Unrealized foreign exchange gains (losses) on translation 


of selicsustaining foreignoperations «half. 6. kc sae oan bs 
Unrealized: gainsion financial asséts40i.05. 5) Meee es Fee 


Comprehensive Income. ~~. 2.0.6... c ce eee de eee es 


Accumulated other comprehensive income, 


Reining of the veal. : war aes Nee eae™ . Santee ae ett, Ric, & | 


Unrealized foreign exchange gains (losses) on translation 


of self-sustaining foreign operations ..................0005 
Wimealzed vains.on financialiassets i on oes + vies peas ones 


Accumulated other comprehensive income, end of the year .... 


b) Other disclosure requirements 


i) Allowance for doubtful accounts 


Basics, Ocuimmiine Ol ine Year... cine cere cate, he acess 
FRGATIT ED ALADICES. Pc aer san ee Sais 0 ap ane oleic AER Dk 
Provision fordoubttul accounts.) Vis cee ee eens 
DOCSIS ere Treen et: Soc sts cry ain tye costr nce ora Soaee 


ii) Long-term contracts 


2006 2005 
$0008 _ 8000s _ 
60,182 40,622 

731 (6,557) 
217 227 
61,130 34,292 
(25,311) (18,981) 
731 (6,557) 
217 227 
(24,363) (25,311) 
2006 2005 
$000s $000s 
16,053 21,095 
2,069 7,298 
2,182 73 
(13,118) (12,164) 
193 (249) 
7,379 16,053 


2004 


$000s 


30,190 

(5,157) 
37 

25,070 


(13,861) 


(5,157) 
37 


(18,981) 


2004 
$000s 


16,952 
5,294 
6,632 

(7,152) 

(631) 


21,095 


Included in accounts receivable are holdbacks on long-term contracts of $2,278,000 in 2006 and 


of $1,431,000 in 2005. 
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c) Recent accounting pronouncements 


Stock-based compensation 

In December 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial 
Accounting Standards No. 123 (revised 2004), “Share-Based Payment” (SFAS 123R), effective for the 
first interim or annual financial statements beginning on or after June 15, 2005. SFAS 123R requires all 
share-based payments to employees, including grants of employee stock options, to be recognized in the 
financial statements based on their fair values. The Company recognizes share-based payments at fair 
value for options granted subsequent to January 1, 2002, using the Black-Scholes option-pricing model. 
The Company has adopted SFAS 123R using the modified-prospective application transition method. The 
adoption of the modified-prospective transition method has resulted in no additional share option expense 
being recognized as part of the reconciliation of Canadian and US GAAP disclosures in these 
consolidated financial statements. 


Uncertainty in income taxes 

In June 2006, the FASB issued Interpretation No. 48, “Accounting for Uncertainty in Income Taxes—an 
interpretation of FAS Statement No. 109” (FIN 48), effective for fiscal years beginning on or after 
December 15, 2006. FIN 48 creates a single model for addressing the accounting for uncertainty in tax 
positions. It also clarifies the accounting for income taxes by prescribing the minimum recognition 
threshold a tax position is required to meet before being recognized in financial statements. In addition, 
this interpretation provides guidance on derecognition, measurement, classification, interest and penalties, 
accounting in interim periods, disclosure, and transition. The Company will adopt FIN 48 as of January 1, 
2007, as required. The adoption of this pronouncement is not expected to have a material effect on the 
Company’s financial position or results of operations. 


Fair value measurements 

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, “Fair Value 
Measurements” (SFAS.157), effective for fiscal years beginning after November 15, 2007. SFAS 157 
establishes a framework for measuring fair value under US GAAP and requires additional disclosure. The 
statement defines a fair value hierarchy, with the highest priority being quoted prices in active markets. 
Under this statement, fair value measurements are disclosed by level within the hierarchy. This standard 
does not require any new fair value measurements. The Company is currently considering the impact of 
the adoption of this interpretation on its consolidated financial statements. 


22. Comparative Figures 
Certain comparative figures have been reclassified to conform to the presentation adopted for the 
current year. 
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Ron Triffo, Robert Mesel, Jack Finn (until May 3, 2007). 


Board of Directors 


Aram Keith 

Irvine, California 
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Left to right: Aram Keith, Ivor Ruste (as of February 21, 2007), Bill Grace, Tony Franceschini, Robert Bradshaw, Susan Hartman, 
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Stantec Team Members 


The people featured in our photographs are only a few of the many dedicated staff who make up Stantec’s “One Team.” 
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Members of Stantec Leadership 

Back row, left to right: Carl Clayton, senior vice 
president and corporate practice area unit leader, 
Transportation; Eric Nielson, senior vice president and 
regional operating unit leader, US West; Jeff Kishel, 
senior vice president and corporate practice area unit 
leader, Environment; Tony Franceschini, president and 
chief executive officer 

Front row, left to right: Don Wilson, senior vice 


president and chief financial officer; Stanis Smith, senior — 


vice president and corporate practice area unit leader, 
Buildings; Bob Gomes, senior vice president and 
corporate practice area unit leader, Industrial & Project 
Management; Mark Jackson, senior vice president 

and chief operating officer; Tino DiManno, senior vice 
president and regional operating unit leader, Canada 
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Staff in the Field and Office 

Left to right: Gwendolyn Weeks, environmental 
scientist, Environmental Management; Susan Needham, 
human resources assistant, Human Resources; 

Alan Gee, manager, Human Resources; Crystal Kerr, 
team lead, Marketing Resources; Kim Gregoire, 
marketing manager, Marketing Resources; 

Deanna Kwong, project administrator, Marketing 
Resources; Luis De La Torre, survey field assistant, 
Surveys/Geomatics 
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Big Horn Wind Project 

Left group: 

Left to right: Tam Ho, transmission line designer, 

Energy & Resources; Rick Steinke, electrical engineering 
manager, Energy & Resources 

Right group: 

Back row, left to right: Andrew Milner, design engineer, 
Energy & Resources; Tom Wier, senior project engineer, 
Energy & Resources 

Front row, left to right: Ray Matar, senior project 
engineer, Energy & Resources; Jerry Joy, senior 

project engineer, Energy & Resources; 

Deanna Gerome, senior designer/CAD supervisor, 
Energy & Resources; Marie Mahaffey, senior project 
engineer, Energy & Resources 
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Truliant Federal Credit Union, 

Mendenhall Branch 

Left to right: Randy Pool, managing principal, Buildings 
Engineering; Steve Lineback, project manager, Urban 
Land Engineering; George Sanborn, project manager, 
Buildings Engineering; Dan Gunnoe, project manager, 
Surveys/Geomatics; Allyson Bucek, administrative 
assistant, Buildings Engineering; Pete Avetta, director 
of architecture, Architecture; Mili Mulic, director of 
design, Architecture; Rick Gross, senior mechanical 
designer, Buildings Engineering; Holly Hodge, interior 
designer, Architecture; Jerry Craver, electrical designer, 
Buildings Engineering; Danny Reagan, managing senior 
associate, Buildings Engineering; David Goodson, 
mechanical engineer, Buildings Engineering; 

Paige Smith, architect, Architecture 
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Winnipeg International Airport 

New Terminal Building 

Left to right: Blair McCarry, principal, Concepts group; 
Kerr Lammie, associate, Architecture; Stanis Smith, 
executive principal, Architecture; David Essex, 

project manager, Architecture; John Petersmeyer, 
principal, Architecture 


Page 18 

Stallings Stream and Wetlands Project 

Left to right: Melissa Ruiz, environmental scientist, 
Environmental Management; Brad Fairley, managing 
senior associate, Environmental Management; 

Chris Myers, CAD technician, Environmental 
Management; Amber Coleman, soil scientist, 
Environmental Management 
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Steam Turbine Generator 

left to right: \zzat Taha, engineering designer, Energy 
& Resources; Jon Longworth, project engineer, Energy 
& Resources; George Ison, lead mechanical designer, 
Energy & Resources; Tony Zavanelli, principal, Energy 
& Resources 


Page 22 

U.S. Route 201 Reconstruction 

left to right: Greg Edwards, project manager, 
Transportation; Tom Knight, project engineer, 
Transportation; George Bogue, senior structural 
engineer, Transportation; Deron Barnes, senior design 
technician, Transportation 
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Charlie Kellogg and Joe Zaher Sports Complex 
Cary Baird, managing senior associate, Planning & 
Landscape Architecture 
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Tsunami Relief 

Top to bottom: Gloria Gerber, associate, 
waste management engineer, Environmental 
Management; Saeed Soltani, project manager, 
Environmental Infrastructure; Michael Johnson, 
principal, International 
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Stantec 


Local Offices by Region 


Canada 


Calgary, Alberta 
Edmonton, Alberta 
Lethbridge, Alberta 

Red Deer, Alberta 
Abbotsford, British Columbia 
Kamloops, British Columbia 
Kelowna, British Columbia 
Surrey, British Columbia 
Vancouver, British Columbia 
Victoria, British Columbia 
Winnipeg, Manitoba 
Aberfoyle, Ontario 
Guelph, Ontario 

Hamilton, Ontario 
Kitchener, Ontario 

London, Ontario 

Markham, Ontario 
Mississauga, Ontario 
Ottawa, Ontario 

Toronto, Ontario 

Windsor, Ontario 

Regina, Saskatchewan 
Saskatoon, Saskatchewan 


Caribbean 


St. Michael, Barbados 


_ Guaynabo, Puerto Rico 


US West 


Flagstaff, Arizona 
Phoenix, Arizona 
Tucson, Arizona 
Bakersfield, California 
Irvine, California 

Los Angeles, California 
San Francisco, California 
Modesto, California 
Moreno Valley, California 
Oakland, California 
Ontario, California 

Palm Desert, California 
Sacramento, California 
San Diego, California 
San Marcos, California 
Walnut Creek, California 
Colorado Springs, Colorado 
Denver, Colorado 

Fort Collins, Colorado 
Las Vegas, Nevada 
Reno, Nevada 

Portland, Oregon 

Irving, Texas 

Salt Lake City, Utah 
Seattle, Washington 


US East 


Port Charlotte, Florida 
Sarasota, Florida 

St. Cloud, Florida 

Atlanta, Georgia 

Macon, Georgia 

Portland, Maine 

Presque Isle, Maine 

Boston, Massachusetts 
Northampton, Massachusetts 
Westford, Massachusetts 
Manchester, New Hampshire 
Ann Arbor, Michigan 
Lawrenceville, New Jersey 
Albany, New York 
Binghamton, New York 
Buffalo, New York 

Melville, New York 
Newburgh, New York 
Rochester, New York 
Charlotte, North Carolina 
Raleigh, North Carolina 
Winston-Salem, North Carolina 
Charleston, South Carolina 
Nashville, Tennessee 

North Springfield, Vermont 
South Burlington, Vermont 
Richmond, Virginia 


